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EAILWAY  TRANSPORTATION  IN  11i£  UNITED  STATES. 


AimcLB  L 


rUNDAMENTALS  OF  TRANSPORTATIOK  —  ADEQUATE  FACILITIES  NECES- 
SARY—  EFFECT  UPON  PRODUCTION  —  ANNUAL  LOSSES  TO  COUNTRY 
CAUSED  BY  SHORTAGE  OF  FAdLUZBS. 

It  is  my  purpose  to  consider,  in  a  series  of  brief  articles,  the  sub- 
ject of  railway  transportation  in  the  United  States,  having  in  mind 
the  legislation  which  Congress  has  enacted  for  its  control  and  regu- 
lation. My  principal  object  is  to  lay  the  uncontroverted  and  uncus* 
puted  facts,  as  they  appear  in  the  public  records,  before  the  people 
in  order  th^t  they  may  draw  from  them  just  and  intelligent  conclu- 
sions. I  will  be  compelled  now  and  then  to  interweave  with  these 
statements  argumentative  matter,  and  to  refer  to  some  decisions  of 
the  Supreme  Court  of  the  United  States  interpreting  and  applying 
the  Federal  Constitution,  but  mainly  the  discussion  will  be  connned 
to  the  facts  as  they  are  known  to  exist.  A  long  and  varied  expe- 
rience has  taught  me  that  if  the  people  are  accurately  informed 
upon  any  given  subject  their  conclusions  will  generally  be  sound 
and  their  action  in  establishing  public  policies  wfll  promc^  the  best 
interests  of  the  whole  country. 

These  articles  will  be  published  in  the  Des  Moines  Register  from 
day  to  day  or  from  week  to  week,  as  the  convenience  of  that  paper 
may  require,  and  I  acknowledge  in  advance  my  great  obligiUion  to 
the  publishers  of  the  paper  for  ffiving  publicity  to  my  views  upon 
que^ions  vital  to  the  progress  and  prosperity  of  the  men  and  women 
who  make  up  the  population  of  the  most  powerful  Nation  in  all  the 
world. 

first  to  be  observed  and  never  for  a  moment  forgotten  that 
the  fundamental  problem  in  transportation  is.  How  can  we  secure 
and  maintain  systems  of  railways  that  will,  with  reasonable  prompti- 
tude and  with  reasonable  safety,  carry  commodities  from  the  places 
of  production  to  tlie  places  of  use  or  consumption  at  the  lowest  prac- 
ticable  charge  for  the  service?  Saying  nothing  about  rates  at  the 
^I^nt  time,  it  is  admitted  everywhere  and  by  everybody  that  our 
existing  railways  are  incapable  of  performing  this  service  in  an 
efficient,  adequate  way.  Not  because  the  managers  of  these  systems 
^e  incompetent,  but  because  railway  facilities  are  inadequate.  Com- 
petency alone  will  not  make  these  facilities  adequate.  It  will  require 
both  competency  and  very  large  expenditures  of  money  to  make  them 
"adequate. 

To  emphasize  the  vital  character  of  this  particular  problem  I  sug- 
gest that  our  facilities  for  transportation  measure  and  limit  our 
capacity  for  production.   However  inexhaustible  our  resources  may 
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be,  and  no  matter  how  eager  capital  may  be  to  inv^  in  productive 
enterprises,  if  the  commodities  which  we  are  able  to  produce  can  not 
be  moved  when  they  ought  to  be  moved  to  the  markets  of  the  coun- 
try, or  the  places  for  use  and  consumption,  they  can  not  be  and  will 
yfiof^he  produced;  and  it  will  be  remembered,  too,  that  the  facilities 
of  transportation  restrict  not  only  the  manufacturer  and  the  farmer, 
our  chief  producers,  but  the  merchant,  the  middleman,  and,  indeed, 
^  every  other  business  activity  in  the  same  degree. 

it  is  well  known  that  our  present  railway  facilities  are  insuffi- 
cient to  handle  the  business  of  the  country,  and  this  has  been  true 
for  many  years.  The  shortage  of  facilities  has  been  more  marked 
in  some  years  than  others,  but  it  has  been  a  continuing  condition. 
If  the  volume  of  traffic  could  be  distributed  so  that  one  three- 
hun^^-and-sixty-fifth  part  of  the  year's  business  could  be  offered 
for  transportation  each  day,  or  even  if  one-twelfth  part  could  be 
offered  each  inonth,  the  shortage  would  not  be  so  serious.  There 
are,  however,  seasonal  peaks  and  depressions  in  trans|M^tation,  and 
must  always  be.  It  is  therefore  necessary,  if  the  railways  are  to- 
move  the  traffic  at  the  times  it  should  be  moved,  that  the  railways 
must  be  provided  with  facilities  that  are  not  constantly  in  use,  and 
this  requirement  increases,  of  course,  the  capital  that  must  be  in- 
vested in  railway  property. 

It  is  quite  impossible  to  estimate  with  a  high  degree  of  accuracy 
the  losses  which  are  suffered  by  reason  of  the  acknowledged  short- 
age of  transportation  facilities.  But  the  most  casual  survey  of  past 
conditions  leads  to  the  concludon  that  they  are  enormous  in  amount. 
They  are  of  two  classes:  First,  actual  losses,  which  have  occurred 
by  reason  of  the  inability  to  market  cc»mnodities  in  existence  and 
which  are  ready  for  sale.  Hie  farmers,  with  their  cattle,  hogs, 
and  grain  furttish  the  best  illustration  of  such  losses.  Second,  in- 
\  direct  losses,  sustained  because  production  is  refrained  and  the 
Viiatural  growth  and  development  of  tile  country  is  to  some  extent 
ehecked. 

It  is  not  necessary  to  enlarge  upon  this  phase  of  the  subject,  and 
it  is  mentioned  simply  to  make  it  perfectly  clear  that  our  trans- 
portation facilities  miist  not  only  be  enlarged  to  meet  the  existing 
demands,  but  that  they  must  continue  to  expand  from  year  to  year, 
keeping  pace  with  our  capacity  to  produce. 

In  my  next  article  I  will  attempt  to  describe  our  existing  trans- 
portation plant  and  facilities,  Avhat  it  costs  to  maintain  and  operate 
them,  and  the  additional  capital  that  must  be  annually  secured  in 
order  to  enable  the  railways  to  render  the  service  which  the  busi- 
ness of  the  country  imperatively  requires. 

Article  II, 

MODERN  TKAXSPORTATION  FACILITIES  MAIN  AND  TERMINAL  TRACKACBB, 

LOCOMOTIVES,  CARS  COST    OF    MAINTENANCE    AND    OPERATION  NEW 

CAPITAL  REQUXRI^)  FOR  ADDITIONS,  BETTERMKNTS,  AND  EXTENSIONS. 

Taking  up  the  subject  proposed  in  the  closing  paragraph  of  my 
first  article  I  submit  a  general  outline  of  our  railway  property  used 
in  the  service  of  transportation.  We  have  265,000  miles  of  main 
track,  with  about  half  as  much  more  side,  passing,  and  terminal 
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tracks,  and  the  necessary  road  bed,  bridges,  rights  of  way,  lands,  lots, 
station  houses,  warehoiieSj  elevators,  machine  shops,  office  buildings, 
and  an  almost  infinite  variety  of  other  equipment.  We  have  70,000 
locomotive  engines;  we  have  58,000  cars  of  various  kinds  used  in  pas- 
senger service;  we  have  2,600,000  freight  cars.  This  is  not  intended 
as  an  accurate  description  of  all  the  physical  property  used  in  trans- 
portation, but  it  will  give  a  g^eral  idea  of  tlie  magnitude  of  the  plant 
which  has  been  created  to  render  the  service  wMch  the  railways  are 
now  supplying,  and  yet  as  great  as  this  property  is  in  extent,  it  is 
unable  to  meet  ttie  requirements  of  our  enormous  commerce. 

Of  the  total  main  track  mileage,  i.  e.,  265,000  miles,  285,000  miles 
are  owned  or  operated  by  companies  known,  in  the  terminology  of 
the  interstate  commerce  commission,  as  class  1  railways  (including 
the  laxg^  switching  and  terminal  companies).  Class  1  railways 
are  railways  which  have  annual  operatmg  revenues  amounting  to 
$1,000,000,  or  more.  In  what  I  am  about  to  say  I  am  excluding  the 
30,000  miles  owned  or  operated  by  more  than  800  less  important 
companies,  because  the  information  I  am  submitting  is  not  at  hand 
for  those  companies. 

The  cost  of  maintaining  and  operating  the  class  1  railways,  in- 
cluding the  large  switching  and  lerniinal  companies,  was  for  the 
year  1921,  $4,603,806,907.  and  for  the  year  1922,  $4,455,650,216.  I 
think  it  will  Ije  conceded  by  every  student  of  the  subject,  that  the 
amounts  expended  for  maintenance 'and  operation  durinfr  these  years 
was  less  than  it  should  have  been,  and  less  than  it  would  liave  been 
if  the  railways  liad  been  in  financial  position  to  have  expended  more. 
The  shortage  of  transportation  facilities,  so  acute  in  1921  and  1922, 
would  not  have  been  so  marked  if  the  railways  had  been  able  to  keep 
their  engines  and  cars  in  proper  repair.  However  that  may  be,  it  is 
safe  to  assume  that  the  class  1  railwavs  will  require  each  vear  of  the 
immediate  future  from  $4,500,000,000  to  $5,000,000,000  to  maintain 
and  operate  with  fair  efficiency  their  existing  facilities,  with  no  addi- 
tions, no  betterments,  and  no  extensions,  the  cost  of  which,  if  made, 
would  be  properly  chargeable  to  capital  account. 

I  believe  my  readers  will  all  agree  with  me  that  it  is  simply  un- 
thinkable that  there  shall  be  no  enlargement  of  our  transportation 
facilities.  No  man  who  has  ever  given  serious  consideration  to  this 
subject  and  who  feels  that  the  country  will  continue  to  grow  will 
doubt  the  statement  that  if  we  are  to  have  an  adequate  ^stem  of 
railway  transportation  there  must  be  expended  each  year,  and  for 
vears  to  come,  for  additions,  betterments,  and  extensions,  from  $760,- 
000,000  to  $1,000,000,000.  It  is  not  to  be  expected  that  any  con- 
siderable part  of  this  additional  investment  can  be  raised  througli 
rates  charged  for  transportation  service.  Substantially  all  of  it 
ought  to  come,  and  must  come,  from  investors  who  are  willing  to 
enibark  new  capital  in  the  enterprise  of  transportation. 

At  this  point  we  reach  the  first  great  question  in  the  governmental 
control  of  railways  and  must  decide  whether  these  systems  of  trans- 
portation shall  remain  in  private  ownership  under  public  regulation 
or  whether  they  shall  pass  into  Government  ownership  and  opera-  - 
tion.  If  we  adopt  the  latter  policy,  the  money  necessary  for  the 
enlargement  of  transportation  facilities  will  of  course  be  raised  by 
gm&Bl  taction  or  the  issuance  of  Gov^emm^  securities,  assuming 


4 


that  a  aufficient  amount  tot  maint^aaiice  and  operation  and  a  fair 
return  upon  tibuB  present  value  of  the  properties  is  secured  throu^ 
charges  for  the  services  rendered.  I  am  opposed  to  the  Government 
ownership  of  railways  for  reasons  which  I  will  give  later  on  and 
which  far  outweigh,  in  my  opinion,  all  the  advanti^ges  which  the 
advocates  of  this  plan  urge  upon  tiie  country.  I  am  now  considering 
what  must  take  place  if  we  are  succaasfuUy  to  maintain  the  poUef^ 
of  pri^te  ownership  under  public  control  and  regulation. 

It  is  obvious  that  the  revenues  of  the  railway  systems,  taken  as  a 
whole,  must  be  sufficient  to  operate  and  maintain  the  properties  and 
to  yield  a  fair  return  upon  their  value  as  ascertained  according  to 
the  law  of  the  land.  This  is  true  not  only  because  the  Constitution 
commands  it  as  against  any  act  of  the  Government  in  fixing  rates, 
but  also  because  the  roads  could  not  be  operated  as  a  whole  for  any 
great  length  of  time  under  any  othBT  condition.  Moreover,  the 
annual  additions  to  capital  of  not  less  than  $750,000,000,  in  the 
average,  would  not  be  contributed  under  any  other  condition.  Those 
who  have  the  money  must  invest  it  voluntarily,  and  it  needs  no  long 
argument  to  prove  that  unless  these  persons  believe  that  their  money 
will  be  secui-e  and  that  they  will  receive  fair  interest  or  dividen<& 
upon  it  they  will  not  invest  it  in  either  railway  stocks  or  bonds.  ^ 

Let  it  be  clearly  understood  that  I  am  not  at  this  moment  dis- 
cussing the  value  of  existing  railway  property  nor  the  methods  of 
ascertaining  that  value.  This  question  is  an  exceedingly  important 
one,  and  I  recognize  not  only  its  importance  but  its  difficulties;  I 
will  give  full  attention  to  it  in  another  article.  I  am  intent  now 
upon  impressing  upon  the  minds  of  the  people  of  Iowa  just  one  vital 
truth ;  namely,  that  our  present  policy  of  private  ownership  can  not 
endure  unless  the  railways,  taken  as  a  whole,  can  earn  the  cost  of 
their  maintenance  and  operation,  with  a  fair  return  upon  the  value 
of  the  property  which  renders  the  service ;  if  they  do  not,  the  neces- 
sary extensions,  additions,  and  betterments  can  not  be  made  and 
manv  of  the  facilities  will  fall  into  inefficiency,  if  not  total  disuse. 

In  my  next  article  I  will  take  up  the  experience  of  the  railways 
since  Government  operation  ceased  on  Marcn  1,  1920. 

Abxiglb  UI. 

kxperience  of  the  railroads  following  government  operation  

instjfficrent  earnings  of  some  class  i  roads  and  of  nearly  all 

SH€kBT-IJN£  BOADS. 

In  1920,  a  year  that  embraced  2  months  of  Government  operation 
and  10  months  of  private  operation,  the  net  railway  operating  income 
of  the  Class  I  railways  was  $58,151,863.  The  phrase  "  net  railway 
operating  income  "  means,  in  the  reporting  and  accoimting  system  of 
the  Interstate  Commerce  Commission,  the  sum  applicable  to  the  pay- 
ment of  dividends  upon  stock  or  interest  upon  bonds.  The  above 
amount  does  not  include  the  sums  paid  by  the  Government  under  the 
standard  contracts  with  the  railways  from  March  1  to  September  1, 
1920.  It  is  about  one-third  of  1  per  cent  upon  the  valuation  of  all 
the  railway  property  as  fixed  by  the  Interstate  Commerce  Commis- 
sion and  about  one-tentli  of  the  annual  interest  upon  outstanding 
bcmds  and  ob^gaticma. 
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In  1921  the  net  railway  operating  income  of  tbese  roads  was 
$615,945,614,  about  3^  per  cent  upon  the  value  so  fi:s:ed  and  just  a 
trifle  more  than  was  required  to  pay  interest  on  bonds  and  other  obli- 
gations. For  the  year  1922  the  net  rulway  operating  income  of  these 
roads  was  $776,665,950,  ajbout  4^  p&t  cmt  on  tihe  value  and  something 
like  $150,000,000  more  than  enou^  to  pay  interest  on  bonds  and  oihfft 
obliffitions,  and  whidh  could  have  bran  applied  to  diiddends  upon 
sto^ 

At  this  point  it  nuiy  be  remarked  &at  notwithstanding  tlie  shortage 
of  facilities  there  was  more  freight  moved  in  1^2  than  in  any  year 
in  the  history  of  the  country.  In  order  tibit  every  reader  may  under- 
stand the  full  significance  of  these  figures  it  ought  to  be  remembered 
that  t^e  only  general  increase  in  freight  or  passenger  rotes  wMdi  has 
occurred  since  March  1,  1920,  took  effect  on  the  1st  of  September, 
1920.  It  must  also  be  borne  in  mind  that  tiiese  statistics  I  have  given 
are  for  Class  I  railways  as  a  whole.  Some  of  them  made  more  than 
this  percentage  and  some  veiy  mudi  less,  and  inasmudi  as  we  must 
provide  for  the  entire  country  and  each  of  its  communiues  it  is  neces- 
sary to  examine  the  subject  in  a  little  closer  detail. 

In  1922,  and  under  the  high  rates  then  prevailing,  23  of  these  Class 
I  railways,  representing  a  main-track  mileage  of  more  than  8,000 
miles,  failed  to  earn  the  expenses  of  maintenance  and  operation,  the 
aggregate  deficit  being  between  nine  and  ten  millions  of  dollars.  Of 
these  same  railways,  companies  representing  a  main-track  mileage  of 
23,000  miles  earned  from  a  fraction  of  1  per  cent  to  less  than  3  per 
cent.  Of  the  30,000  miles  of  so-called  short-line  railways — that  is  to 
say,  railways  having  gross  operating  revenues  of  less  than  $1,000,000 
per  year,  not  included  in  the  above  computation — ^many  of  the  lines 
earned  less  than  operating  expenses  and  very  few  of  them  earned  as 
much  as  3  per  cent  on  the  lowest  possible  estinuite  of  the  value  of  their 
properties. 

These  are  startling  statistics,  gathered  from  a  year  in  which  the 
railways  carried  the  maximum  volume  of  traffic  at  the  highest  rates 
ever  known.  It  is  my  deliberate  judgment  that  under  present  condi- 
tions a  railway  that  does  not  earn  a  net  operating  income  of  at  least 
6|  per  cent  upon  the  value  of  the  property  rendering  the  service  can 
not  secure  the  new  capital  absolutely  necessary  for  the  enlargement 
of  its  facilities  to  meet  the  expanding  demand  of  our  constantly  in- 
creasing production,  and  that  railways  which  earn  less  than  3  per 
cent  upon  that  value  must  eventally  be  abandoned  and  dismantled. 
This  means,  if  the  situation  remains  as  it  is,  inadequate  additions 
and  betterments -upon  about  one-half  of  our  entire  mileage  and  the 
complete  disuse  of  between  60,000  and  70,000  miles  of  railway  which 
now  render  the  only  transportatiini  service  for  many  millions  of  our 
people, 

I  have  profound  faith  in  the  genius  of  our  institutions  and  I  am 
not  sugg«^ing  that  this  indescribable  injury  will  ever  be  inflicted 
upon  our  people,  but  I  am  suggesting  that  the  solution  of  the  prob- 
lem will  require  something  more  than  fierce  denunciation  or  harsh 
criticism.  No  <me  knows  better  than  I  do  the  flagrant  offenses  which 
have  been  committed  by  railway  promoters  in  &e  constructiim  and 
the^  financing  of  many  of  our  railways,  and  no  one  has  been  more 
active  than  I  hmwe  men  during  tito  last  20  years  in  the  e&oatt  to 
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prevent  a  repetition  of  these  oi^enses.  Under  existing  legislation  a 
repetition  is  impossible,  and  to  secure  that  legislation  I  have  devoted 
the  befit  ^ars  of  my  life.  The  object  which  now  interests  me  is 
to  take  tms  railway  system  of  ours  as  it  is  and  make  it  competent  to 
render  the  constantly  increasing  service  which  the  welfare  of  the 
oomitry  requires;  it  must  be  mamtained  and  advanced  to  its  proper 
state  of  emden&y  and  adequacj. 

Heretofore  I  have,  in  the  mam,  been  treating  the  subject  as  though 
the  railways  were  all  owned  by  a  single  corporation.  They  are,  in 
fact,  owned  and  operated  by  a  thousand  corporations  or  more.  The 
number  of  Glass  I  roads  varies  from  year  to  year;  in  1922  they  num* 
bered  a  little  less  than  200.  While  I  have  referred  to  the  insufficient 
eimiing  of  some  of  the  Class  I  roads  and  nearly  all  of  the  short-line 
roads,  I  desire  now  to  take  up  ^at  phase  of  the  subject  from  another 
stimdpoint. 

There  is  little  difficulty  in  dealing  with  such  roads  as  the  Penn- 
sylvania, the^ew  York  CSentral,  the  Baltimore  &  Ohio,  the  Erie,, 
or  the  Oiesapeake  &  Ohio,  in  the  East;  the  Louisville  &  Na^ville, 
or  the  Southern,  in  the  South ;  or  the  Chicago  &  Nortii  Western,  the 
Chicago,  Burlington  &  Quincy,  the  Southern  Pacific,  the  Union 
Pacific,  the  Chicago,  Bock  Island  &  Pacific,  the  Atchison,  Topeka 
&  Santa  Fe,  the  Northern  Pacific,  or  the  Great  Northeni,  in  the 
West.  To  those  I  have  named  may  be  added  many  other  com- 
parable roads.  These  properties  wiU  be  able  under  any  probable 
legislation  to  maintain  themselves,  but  what  will  we  do  with  such 
roads  (and  I  will  take  them  in  their  alphabetical  order)  as  the 
Atlanta,  Birmingham  &  Atlantic,  with  its  640  miles  of  main  track, 
that  in  1922  failed  to  earn  operating  expenses  by  nearly  one-half 
of  a  million  of  dollars ;  the  Atlantic  City  Railroad,  with  its  177 
mile.s,  operating  at  a  net  loss  of  nearly  $200,000;  the  Buffalo, 
Rochester  &  Pittsburgh,  with  its  590  miles,  earning  less  than  $1,000 
per  mile;  the  Central  of  Vermont,  Avith  its  532  miles,  earning  less 
than  $800  per  mile;  the  Chicago  &  Alton,  with  its  1,050  miles  earn- 
ing about  $1,500  per  mile;  the  Chicago  &  Erie,  with  its  270  miles, 
suffering  a  net  loss  of  $1,500,000;  the  Chicago  Great  Western  with 
its  1,500  miles  and  a  net  income  of  only  $265,000;  the  Chicago^ 
Milwaukee  &  St,  Paul,  with  11,000  miles  and  a  net  income  of  a  little 
more  than  $1,000  per  mile;  the  Chicago,  Peoria  &  St.  Louis,  with 
its  247  miles  and  a  net  loss  of  $450,000;  the  Cincinnati,  Indianapolis 
&  Western,  with  its  347  miles  and  a  net  income  of  $60,000;  the 
Colorado  &  Southern,  with  its  1,100  miles  and  a  net  income  of  a 
thousand  dollars  per  mile;  the  Denver  &  Salt  Lake,  with  its  235 
miles  and  a  net  loss  of  $150,000:  the  Deti-oit  &  Mackinac,  with  its 
385  miles  and  a  net  income  of  $57,000;  the  Detroit,  Toledo  &  Ironton 
(Ford's  road),  with  its  455  miles  and  a  net  loss  in  operation  of 
$159,000;  the  Duluth,  South  Shore  &  Atlantic,  with  its  591  miles 
and  a  net  income  of  $87,000;  the  Fort  Smith  &  Western,  with  its 
250  miles,  earning  about  $600  per  mile;  the  Fort  Worth  &  Rio 
Grande,  with  its  255  miles  and  a  net  loss  of  $250,000;  the  Georgia 
&  Florida,  with  its  405  miles  and  a  net  income  of  $100,000;  the 
Georgia  Southern  &  Florida,  with  its  402  miles  and  a  net  income  of 
$396,000;  the  Green  Bay  &  Western,  with  its  258  miles  and  a  net 
mcome  of  $160^00;  the  Kansas,  Me:ucQ  &  Orient,  with  its  748  miles, 
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failing  to  earn  operating  expenses  by  $475,000:  the  Los  Angeles 
&  Salt  Lake,  with  its  1,140  miles,  earning  a  trifle  over  $1,000  per 
mile ;  the  Louisiana  Railway  &  Navigation  Co.,  with  its  343 
miles  and  a  net  income  of  $88,000;  the  Minneapohs  &  St.  Louis, 
with  its  1,650  miles  and  a  net  income  of  $83,800;  the  Mississippi 
Central,  with  its  259  miles  and  net  income  of  about  $800  per  nme: 
the  Missouri,  Kansas  &  Texas,  with  its  1,738  miles  and  a  net  income 
of  less  than  $750  per  mile:  the  Missouri  Pacific,  with  its  7,261  miles 
and  a  net  income  of  a  trifle  more  than  $1,000  per  mile;  Morgan's 
Louisiana  &  Texas  Railway  &  Steamship  Co.,  with  its  400  miles 
and  an  income  of  $13,000;  the  New  York,  Ontario  &  Western, 
with  its  569  miles  and  an  income  of  substantially  less  than  $1,000 
per  mile;  the  New  York,  Susquehanna  &  Western,  with  its  135 
miles  and  a  net  loss  of  $301,000;  the  Oregon- Washington  fiailroad 
&  Navi nation  Co.,  with  its  2,231  miles  and  a  net  loss  of  more  than 
$1,000,000;  the  Panhandle  &  Santa  Fe,  with  its  857  miles  and  a 
net  income  of  $250  per  mile;  the  Quincy,  Omaha  &  Kansas  Citv. 
with  its  252  miles  and  a  net  loss  of  $168,000;  the  St.  Joseph  & 
Grand  Island,  with  its  258  miles,  earning  about  $300  per  mile;  the 
St.  Louis  Southwestern  of  Texas,  with  its  870  miles  and  a  net 
loss  of  $1,200,000;  the  San  Antonio  &  Aransas  Pass,  with  its  739 
miles,  earning  about  $300  per  mile;  the  San  Antonio,  Uvalde  & 
Gulf,  with  its  317  miles  and  a  net  income  of  $700,000;  the  Tennessee 
Central,  with  its  292  miles  and  a  net  loss  of  $250,000;  the  Texas 
&  New  Orleans,  with  its  607  miles  and  a  net  loss  of  $90,000;  the 
Toledo,  Peoria  &  Western,  with  its  247  miles  and  a  net  loss  of 
$212,600 ;  the  Trinity  &  Brazos  Valley,  with  its  368  miles  and  a  net 
loss  of  $13,800;  the  Ulster  &  Delawai-e,  with  its  128  miles  and  a  net 
loss  of  $47,000 ;  the  Wheeling  &  Lake  Erie,  with  its  511  miles,  earn- 
ing about  $760  per  mile;  or  oie  Wichita  Falla  &  N^rtliwestran^  with 
its  329  miles  and  a  net  loss  of  $89,000? 

When  I  have  used  the  words  "  net  loss  "  in  the  foregoing  statement 
I  have  meant  that  the  road  referred  to  earned  that  much  less  than 
the  cost  of  operation ;  and  when  I  have  used  the  words  "  earning " 
or  "net  income"  I  have  meant  the  net  railway  operating  income 
applicable  to  the  payment  of  interest  on  bonds  or  atixet  obligations 
or  dividends  upon  capital  stock.  It  must  also  be  remembers  that 
in  each  instance  I  have  referred  to  1922,  the  year  of  the  largest 
traffic  and  the  highest  rates  evei*  kaown.  While  I  have  mention^  a 
number  of  these  roads,  I  have  not  mentioned  a  great  many  others  in 
the  same  predicament  simply  because  they  are  of  less  importance; 
nor  have  I  mentioned  any  of  the  hundr^s  of  roads  having  ^oss 
operating  revenues  of  less  than  $1,000,000.  Most  of  these  roads  nave 
not  been  able  properlv  to  maintain  themselves,  and  none  of  them 
have  been  able  to  add  &ciUties  which  the  increasing  commerce  of 
the  country  requires.  It  can  be  safely  said  tJiat  unle^  these  roads, 
and  many  others  like  them,  can  better  their  condition  they  will 
remain  for  an  indefinite  time  incapable  of  rendering  efficient  service 
and  scores  of  them  must  be  completely  abandoned. 

I  will  take  up  in  my  next  article  the  plans  that  have  been  sug- 
gested for  bringing  about  an  improvement  in  this  intolerable  con- 
dition. 

60887—23  -2 
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Aeticx«e;  IV, 

CONSOLIDATION  IMPERATIVE — ^PRESENT  LAW  PBSSGBIBBB  DIVISION  OF 
THROUGH  bate"  EARNINGS  SO  AS  TO  FAVOR  WEAKER  AS  AGAINST 
SIBONGER  CARRIER— BUT  THIS  ONLY  A  STEP  TOWARD  SOLUTION— CXM9T. 
OF  MAINTENANCE  AND  OFSRATION  MUST  BE  RBDUGED— WAGES  AT  PRES- 
ENT CAN  NOT  BE  BSSIUCBD— BEADJUSTM»fT  09  QUE  BMLWAT  SinNfEMS 
THE  ONLY  WAY  OUT. 

Bearing  in  mind  the  statements  contained  in  the  preceding  article, 
I  come  now  to  consider  the  plans  that  have  been  suggested  for  the 
betterment  of  tiiese  roads  with  insufficient  gross  or  n^  incomes  to 
meet  the  d^ands  made  upon  them« 

Let  us  examine  for  a  moment  the  general  character  of  the  service. 
From  85  to  90  per  cmt  of  the  railway  traffic  of  the  countrv  is  either 
actually  or  pot^tiaUy  competitive.  At  least  70  per  cent  of  tibie  earn- 
ings of  the  railways,  taken  as  a  whole,  come  from  what  is  ordinarily 
caUed  through  rates."  Most  of  the  railways  to  which  I  have  re^ 
ferred  as  railways  with  insufficient  earnings  are  raUways  which,  after 
a  comparatively  short  haul,  deliver  their  traffic  to  a  connecting  road 
at  some  junction  point.  It  is  obvious,  of  course,  :^t  vdth  the  com- 
petitive traffic  the  rates  must  be  the  same,  no  mKmr  whether  the 
freight  be  carried  over  one  road  from  the  point  of  origin  to  point 
of  destination  or  whether  it  be  carried  over  two  or  more  connecting 
roads.  If  the  latter,  then  the  never-ending  controversy  arises  with 
respect  to  a  division  of  the  rates  on  through  business  between  the 
connecting  roads.  The  short  haul  carrier  is  usually  the  unfortunate 
carrier. 

Recognizing  this  situation,  the  recent  transportation  act  provided 
in  paragraph  6  of  section  15  as  follows : 

In  so  prescribing  and  determining  the  divisions  of  joint  rates,  fares,  and 
charges,  the  (Interstate  Commerce)  commission  shall  give  due  consideration, 
among  other  things,  to  the  efficiency  with  which  the  carriers  concerned  are 
operated,  the  amount  of  revenue  repaired  to  pay  their  respective  operating  exr 
prases,  taxes,  and  a  fair  return  on  their  raUway  property  held  for  and  used  in 
the  service  of  transportation,  and  the  importance  to  the  public  of  the  trans- 
portation services  of  such  carriers  and  also  whether  any  particular  participating 
carrier  is  an  originating,  intermediate  or  delivering  line,  and  any  other  fact 
or  circumstance  which  would  ordinarily,  without  regard  to  the  mileage  haul, 
entitle  one  canto*  to  a  greater  or  less  proportion  than  another  carrier  of  the 
Jcdnt  rate,  taxe,  or  cbarga 

This  was  a  step,  and  the  only  step,  that  was  possible  toward  the 
solution  of  this  exceedingly  important  phase  of  the  question.  It  has 
helped  the  weaker  roads  tremendously,  but  we  must,  as  I  shall  pres- 
ently point  out,  take  a  further  step  if  we  would  preserve  all  of  our 
transportation  lines.  It  is  indisputable  that  the  effort  toward  an 
increase  in  net  income  lies  in  a  reduction  of  the  cost  of  maintenance 
and  operation.  From  50  to  60  per  cent  of  the  cost  of  maintenance 
and  operation  is  a  direct  labor  cost,  and  this  does  not  include  the  high 
salaries  of  managerial  officers.  The  remainder  consists  of  materials, 
supplies,  joint  facility  rents,  equipment  rent,  and  taxes.  There  are 
some  people  who  seem  to  think  that  labor  costs  can  be  materially 
lessened.  So  far  as  the  near  future,  at  least,  is  concerned  I  do  not 
agree  with  them.  I  think  wages  are  far  more  likely  to'  be  advanced 
than  diminished  Belatively  speakixig,  there  may  be,  and  I  believe 
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there  are,  inequalities  that  demand  readjustment,  but  on  the  whole 
railway  employees  are  not  being  paid  more  than  they  ought  to  be 
paid  and  in  many  in^^noes  they  are  being  paid  less  than  they  tgihottld 
receive.  The  Government  has  undertaken  to  settle  disputes  concern* 
ing  wages  betwe^  railway  companies  and  their  ^ployees  hj  ad- 
judication and  it  must  continue  to  do  so  if  we  are  to  preserve  con- 
tinuity in  railway  opei%tion.  This  means  that  it  must  apply  the 
fundamental  principle  of  juirtioe  in  its  adjudication,  and  to  me  this 
means,  further,  that  it  must  award  to  every  competent  man  or  wcmiaa 
a  living  wage.  I  will  not  pause  to  attem{)t  a  definition  of  this  term 
but  no  thoughtful  man  win  assert  tb^t  railway  wages  tested  by  <Ms 
standard  are  ezcesfflive.  Therefore  the  country  can  not  reasonalsly 
expect  a  reduction  in  the  cost  of  maintenance  and  operation  through 
a  decrease  in  wages. 

Neither  the  Government  nor  the  railways  can  control  the  cost  of 
materials  and  supplies ;  whether  prices  will  rise  still  higher  or  fall 
to  a  lower  point  depends  upon  commercial  conditions  governed 
by  natural  forces.  There  is  no  reason  to  believe  that  joint-facility 
rents  and  equipment  rents  can  be  lessened  until  we  change  our  sys- 
tem. Taxes  have  enormously  increased  during  the  last  10  years,  and 
every  man  knows  that  it  is  not  probable  that  they  will  be  diminished. 
On  the  contrary,  it  is  almost  certain  that  they  will  grow  larger  in- 
stead of  smaller.  In  my  judgment^ — and  it  is  a  very  deliberate  judg- 
ment— if  the  cost  of  maintenance  and  operation  is  to  be  substantially 
reduced  so  that  transportation  charges  can  be  decreased,  and  at  the 
same  time  the  weaker  roads  supported,  we  must  look  for  the  remedy 
of  existing  ills  in  another  direction.  We  must  look  for  it  through 
a  readjustment  of  our  railway  systems  and  a  more  efficient  manage- 
ment in  transportation.  I  am  not  challenging  either  the  competency 
or  the  honesty  of  our  present  railway  management.  I  have  had 
opportunity  such  as  few  men  have  had  to  observe  and  study  both, 
and  I  desire  to  say  at  this  point  that,  with  here  and  there  an  excep- 
tion, railway  managers  are  as  competent  as  the  managers  of  other 
great  enterprises  of  which  we  are  so  justly  proud,  and  they  are  just 
as  honest  as  other  men  engaged  in  the  laudable  effort  to  make  profits 
for  those  whom  they  represent.  In  the  main  they  are  doing  the  best 
they  can  under  the  policy  which  now  prevails  and  under  the  system 
which  has  gradually  developed  in  the  construction  of  our  railways 
and  their  relation  to  each  other- 
Keeping  constantly  in  mind  the  two  general  objects  toward  which 
we  are  striving  (which  are,  first,  to  make  our  railway  system  efficient 
and  adequate;  to  do  this,  as  we  have  seen,  our  railways  must  have, 
and  all  of  them  must  have,  sufficient  gross  revenues  to  maintain 
themselves  in  a  high  state  of  efficiency  and  sufficient  net  incomes  to 
make  a  fair  return  upon  the  value  of  the  property  rendering  the 
service  so  as  to  give  them  the  credit  necessary  to  secure  the  capital 
for  additions,  betterments,  and  extensions  of  their  facilities;  and, 
second,  to  reduce  the  clwrges  for  transportation  to  the  miniTnum  con- 
sistent with  efficient  and  continuous  service),  it  is  my  opinion  l^at 
these  objects  can  be  attained,  if  private  operation  is  to  continue,  in 
but  one  way,  and  that  is  tkcough  the  consolidation  of  substantially 
all  our  rsdlways  into  a  comparauvely  few  systems,  say  from  15  to  25, 
and  so  oonsohdate  them  that  each  of  tlie  systraos  will'  under  normu 
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conditions,  after  full  maintenance,  earn  a  net  income  that  will  pay  a 
fair  return,  and  practically  the  same  fair  return,  upon  the  value  of 

the  property  rendering  the  service. 

I  understand  perfectly  that  this  will  be  a  process  requiring  con- 
siderable time  to  work  out.  In  the  meanwhile  it  may  be  that  the 
proposal  which  is  now  pending  before  the  committee  of  which  I  am 
chairman  for  a  consolidation  under  one  control  of  interchange 
freight-car  equipment  may  be  a  wise  step  in  that  direction.  I  express 
no  definite  opinion  upon  that  subject  and  will  not  discuss  it  in  these 
articles.  I  am,  however,  absolutely  certain  that  there  must  even- 
tually be  the  consolidation  which  I  have  attempted  to  describe,  and 
that  in  no  other  way  will  we  be  able  to  secure  and  maintain  for  the 
people  of  the  United  States  the  railway  transportation  facilities 
wliich  the  business  of  the  country  imperatively  requires. 

I  will  pursue  in  my  next  article  the  inquiry  as  to  the  practicability 
of  such  a  consolidation,  the  difficulties  wliich  attend  it,  and  the 
several  ways  in  which  it  can  be  accomplished. 

ARTICIiE  V. 

PKACTICAIULriY  OF  AND  DIFFICULTIES  ATTENDIXG  CONSOLIDATION  CON- 
SOLIDATIONS IN  GREAT  BRITAIN  PRESENT  LAW  DIRECTS  COMMISSION  TO 

ADOPT    A    PLAN    FOR    CONSOLIDATION    IN    UNITED    STATES  PROFESSOK 

BIFI^X'S  :5ENTA13:VE  PLAN-tOLDHAM's  ANALYSIS  AND  PLAN. 

Continuing  my  discussion  pertaining  to  the  consolidation  of  our 
railways  into  a  iew  great  systems,  its  practicability,  the  difficulties 
which  will  be  met,  and  the  way  in  which  they  can  be  overcome,  I 
may  remark,  in  the  first  instance,  that  the  Government  of  Great 
Britain  has  since  the  World  War  done  this  very  thing,  so  far  as  the 
railways  of  England,  Scotland,  and  Wales  are  concerned,  and  has 
done  it  for  exactly  the  same  reasons  which  seem  to  me  so  potential 
in  our  country.  The  consolidation  there  was  completed  in  1922;  it 
is  not  possible  to  describe  the  way  in  which  it  was  done  within  the 
limits  I  have  fixed  for  myself,  but  it  affords  me  some  gratification 
to  record  that  the  plan,  with  one  important  exception,  is  the  plan,  in 
substance,  which,  as  chairman  of  the  Committee  on  Interstate  Com- 
merce of  the  Senate,  I  reported  to  the  Senate  for  the  consolidation 
of  the  American  railways  in  the  early  part  of  the  year  1920.  By 
reason  of  a  disagreement  between  the  Senate  and  the  House  an 
essential  part  of  this  plan  was  not  adopted.  The  compulsory  feature 
was  eliminated  and  there  can  be  no  complete  or  effective  consolida- 
tion until  that  feature  becomes  a  part  of  the  law.  We  did,  however, 
take  a  step — and  a  very  important  step — in  that  dii^ection.  I  quote 
the  provision  which  Congress  did  adopt  and  which,  in  my  judgment, 
is  the  beginning  of  the  plan  which  must  be  carried  out  if  the  policy 
of  private  ownership  under  governmental  control  is  to  be  main- 
tained: 

(4)  The  commission  shall  as  soon  as  practicable  prepare  and  adopt  a  plan 
for  the  consolidation  of  the  railway  properties  of  the  continental  United  States 
into  a  limited  numher  of  systems.  In  the  division  of  such  railways  into  such 
systems  under  such  plan  competition  shall  be  preserved  as  fully  as  possible, 
and  wherever  practicable  the  existing  routes  and  channels  of  trade  and  com- 
merce shaU  be  maintained.  Subject  to  the  foregoing  requirements,  the  several 
litems  shall  be  m  arrangd  that  the  cost  of  trani^rtatlcm  as  between  conq»etl- 
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tive  systems  and  as  related  to  the  values  of  the  properties  through  which  the 
service  is  rendered  shall  be  the  same,  so  far  as  practicable,  so  that  these  sys- 
tems can  employ  uniform  rates  in  the  movement  of  competitive  traffic  and  under 
effMmt  manag^Eorat  earn  snbstantlallj  tb^  same  rate  of  return  the 
value  of  their  respective  properties. 

(5)  When  the  commission  has  agreed  upon  a  tentative  plan  it  shall  give 
the  same  due  publicity  and  upon  reasonable  notice,  including  notice  to  the 
governor  of  each  State,  shall  hear  all  persons  who  may  file  or  present  objec- 
tions The  commission  is  authorised  to  prescribe  a  procedure  for 
sadi  hearings  and  to  fix  a  time  for  bringing  them  to  a  close.  After  the  hearings 
are  at  an  end  the  commission  shall  adopt  a  plan  for  such  consolidation  and 
publish  the  same ;  but  it  may  at  any  time  thereafter,  upon  its  own  motion  or 
upon  application,  reopen  the  subject  for  such  changes  or  modifications  as  in 
its  judgment  will  promote  the  public  interest  The  consolidations  herein  pro- 
vided for  sliall  be  in  hasmony  ^ih  such  pUta. 

In  the  bill  as  agreed  to  in  the  Senate  committee  these  provisions 
were  followed  by  other  provisions  which,  in  substance,  declared  that 
if  the  railways  had  not,  after  a  period  of  seven  years,  voluntarily 
consolidated  m  accordance  with  the  i^lan  to  be  adopted  by  the  Intei-- 
state  Commerce  Commission  then  the  Government,  through  the 
commission,  should  take  the  necessary  steps  to  bring  about  a  com- 
pulsory consolidation  in  accordance  with  the  plan.  This  is  the  part 
of  the  proposed  law  to  which  the  House  Avould  not  agree  and  whidi 
was,  after  a  long  controversy,  stricken  from  the  bill.  The  law  as 
it  now  is,  leaves  consolidation  at  the  pleasure  of  the  railways,  ^\\th 
this  one  condition:  That  whatever  consolidations  do  take  place  after 
the  plan  provided  for  in  paragraphs  (4)  and  (5)  is  adopted  shall  be 
in  harmony  with  a  furtherance  of  the  plan  so  adopted. 

In  the  performance  of  its  duty  under  paragraph  (4)  the  commis- 
sion very  soon  after  the  passage  of  the  transportation  act  employed 
Professor  Ripley,  of  Harvard  University,  a  man  eminently  qualified 
for  the  work,  to  prepare  a  plan  of  consolidation  which  would  meet 
the  requirements  of  the  statute.  After  a  year  and  a  half  of  assiduous 
labor  he  presented  a  plan  to  the  commission.  The  commission  made 
some  changes  in  it  and  then,  in  accordance  with  the  statute,  submitted 
the  plan  to  the  public,  to  the  authorities  of  the  several  States,  and  to 
the  railways.  For  months  past  the  commission  has  been  holding  the 
most  extensive  and  exhaustive  hearings  all  over  the  country  upon  this 
plan,  and  will  shortly  hear  final  arguments  upon  it  at  Washington. 
It  win  not  be  long  before  this  plan  with  such  mocUfications  and 
changes  as  to  the  commission  seem  best  will  be  approved,  and  there- 
after such  consolidations  as  the  railways  may  voluntarily  make  will 
be  in  harmony  with  that  plan. 

A  fatal  defect  in  the  law  is  that  it  lacks  coercive  power,  and  rail- 
ways will  not  voluntarily  consolidate  unless  they  believe  that  it  is  for 
their  selfish  interests  to  do  so.  What  I  want  is  governmental  author- 
ity that  will  compel  them  to  do  so  in  the  public  interest,  and  I  intend 
to  propose  at  the  coming  session  of  Congress  an  amendment  to  tlie 
transportation  act  which  will  clothe  the  Government  with  that  power. 

Having  now  outlined  a  history  of  the  subject,  I  approach  the  in- 
quiries with  which  this  article  begins:  First,  is  it  practicable  to  con- 
solidate our  railways  into  a  few  systems  tihat  will  have  sttb^ajitiaUy 
the  same  earning  flower  in  relation  to  the  value  of  their  properties? 
Unquestionably  it  is.  Professor  Ripley  has  prepared  ana  presented 
a  practicable  plan;  it  may  not  be  the  best  plai^  Dut  upon  mat  I  ex- 
press no  opinion,  for  the  question  is  still  pending  before  the  commit- 


sion.  Several  ottier  distinguidied  econoimsts  and  railway  experte 
have  prepared  plans,  and  I  may  with  propriety  refer  to  one  prepared 
by  Mr.  John  E.  Oldham,  of  Boston,  who  is  a  profound  student  of  this 
subject  and  who  is  deeply  convinced  that  there  must  be  the  con- 
solidations I  have  suggested*  His  tMitaiive  plan  was  published  m 
November,  1921,  by  the  Investment  Bankers'  Afflociation  of  America 
and  deserves  the  most  careful  consideration.  He  divides  the  railways 
of  what  may  be  roughly  called  the  eastern  district  into  four  systems, 
leaving  the  New  York  Central  and  the  Penn^lvania  as  two  of  the 
systems  and  with  very  little  change  in  their  present  mileage.  ^  Sub^ 
stantially  all  of  the  remaining  railways  in  that  district  are  divided 
into  two  other  systems.  The  Lehigh  Valley,  the  Baltimore  &  Ohio, 
and  the  Eeading  constituting  the  basis  of  one  group  and  the  Delaware 
&  Hudson,  the  Erie,  and  the  Lackawanna  forming  the  basis  of  the 
other  group.  Thus  readjusted,  these  four  systems,  using  the  same 
rates  for  competitive  mileage,  would  earn  substantially  the  same  re- 
turn, and  each  of  them  could  be  maintained  in  the  highest  state  of 
efficiency,  with  like  rates  upon  competitive  products.  He  finds  that 
similar  readjustments  in  southern  and  western  territory  could  be 
made.  I  am  using  this  simply  as  an  illustration  in  order  to  convmce 
the  people  that  consolidations  such  as  I  have  proposed  are  not  only 
essential  to  make  our  transportation  systems  efficient  but  that  it  is  a 
practicable  proposal ;  and  that  really  all  that  needs  to  be  done  m  order 
to  accomplish  this  end  is  to  reconcile  the  conflicting  views  of  the 
present  owners  and  managers  respecting  the  values  of  the  several 

properties  to  be  consolidated.  ■  i   i  tit 

I  beg  to  quote  the  concluding  paragraph  from  an  article  by  Mr. 
Oldham,  published  in  the  Harvard  Business  Review  of  January, 
1823: 

To  make  It  possible  to  satisfactorily  apply  the  service-at-cost  principle  of  rate 
making  to  the  railroads  of  the  country,  to  readjust  capitalization  when  necessary 
in  conformity  with  sound  standards  of  credit,  so  that  all  roads  serving  the  pubhc 
will  be  roads  of  financial  strength,  to  create  conditions  under  wliicH  the  traffic 
of  the  country  can  be  handled  with  the  greatest  efficiency  and  economy,  to  secure 
for  tiie  pubUc  the  benefits  of  competition  without  its  bnrdens^-these  are  the 
factors  involved  in  the  matter  of  railroad  consolidations. 

In  the  light  of  all  that  is  involved  it  is  apparent  that  no  single  consolidation 
is  a  problem  by  itself.  Each  consolidation  must  be  considered  in  relation  to  tiie 
whole  problem  of  so  reorganizing  the  transportation  system  of  the  country  that 
it  shaU  Gimsist  of  none  but  strong  units  each  capable  of  attracting  to  itself 
the  capital  it  needs  and  eadi  capable  of  furnishing  the  service  to  which  its 
uatrons  are  entitled.  Every  consolidation  is  a  part  of  the  problem  of  creating  a 
transportation  system  of  such  character  that  a  continuation  of  private  manage- 
ment will  be  justified  and  will  be  sanctioned. 

My  next  article  will  continue  the  discussion  of  this  subject. 

Akticle  yi. 

DESIRABILITY    OF    CONSOLIDATING    THE    RAILROADS  BEST   STUDENTS  OF 

PROBLEM  FAVOR  CONSOLIDATIONS  OPPOSED  BY  THE  STRONGER  RAIL- 
ROADS, WHO  FEAR  EFFECT  ON  THEIR  FINANCIAL  STANDING  OPPOSED 

BY  PROPONENTS  OF  GOVERNMENT  OWNERSHIP  AND  OPERATION — ORGAN- 
IZATION OF  NEW  COMPANIES  UNDER  FEDERAL  LAW. 

The  best  minds  of  America  are  in  absolute  agreement  respe^g 
the  desirability  of  consolidation.  The  opposition  to  it  eomra  from 
tw<  widely  different  sources.  Most  of  the  big  railways  are  figntmg 
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it,  not,  as  I  understand,  because  they  do  not  see  the  conclusiveness 
of  the  argument  which  I  have  presented,  but  because  they  fear  that 
the  consolidation  of  a  weak  road  with  a  strong  one  will  put  a  burd^ 
upon  the  staronirer  road  that  would  impair  the  value  of  the  securities 
it  has  issued  and  affect  its  financial  standing.  Another  influ^tial 
body  of  objectors^-and  this  bodj  is  made  up  largely  of  men  who 
believe  in  Government  ownership  and  operation— serai  to  believe 
that  consolidation  would  destroy  useful  competitioii  and  that  it 
would  increase  the  influence  of  the  railways  in  legislation  proposed 
in  the  interest  of  the  people.  They  are  willing  to  consolidate  all  of 
the  railways  in  Government  owneraiip,  but  tiiey  seem  to  be  unwilling 
to  consolidate  them  into  a  few  systems  so  that  the  Government  con- 
trol of  rates  will  become  possible  witbout  giving  to  s(mie  railways 
more  than  they  ought  to  have  and  to  oth^  revenues  which  are 
insufficient  to  sustain  theuL  I  will  first  examine  the  validity  of  &e 
objection  urged  by  the  big  railways. 

IJiiless  settled  by  agreement,  the  value  of  railway  property, 
whether  in  a  condemnation  proceed^  or  for  the  i>urpo6e  of  fixhig 
rates  or  in  the  process  of  consoHdation,  presents  a  ju£cial  que^on 
and  must  finally  be  determined  by  the  courts,  guided  by  the  law  of 
the  land.  It  majr  very  well  be  that  the  value  of  such  property  when 
tibe  Government  is  seeking  to  ac^idre  it  is  not  precisely  the  same  as 
when  the  Government  is  exercismg  its  rate-making  power  over  it; 
likewise  there  may  be  elements  of  value  which  should  be  considered 
when  it  is  sou^^t  to  enforce  the  consolidation  of  two  properties  into 
a  sinsle  private  ownership  which  it  would  not  be  lawful  to  consider 
in  ei&er  acquisition  or  rate  making  by  the  Government.  I  do  not 
attempt  to  say  what  the  courts  will  finally  hold  to  be  the  law  of  the 
land  as  to  values  when  two  or  more  public-utility  properties  are 
consolidated  under  compulsion.  What  I  do  say  is  that  if  the  par- 
ties to  the  consolidation  can  not  agree  upon  values  the  Government, 
through  some  tribunal — and  ultimately  through  the  courts — can  and 
will  fix  these  values  and  that  it  must  be  assumed  by  every  loyal 
citizen  that  they  will  be  fixed  fairly  and  justly  according  to  the  law 
which  governs  the  case. 

When  we  consider  the  difference  between  railways  physically,  the 
difference  between  the  localities  through  which  they  run,  the  dif- 
ference between  their  opportunities  for  service,  it  is  manifest  that 
the  value  of  one  property  may  greatly  exceed  the  value  of  another 
with  which  it  is  proposed  to  be  consolidated,  even  though  they  be 
of  equal  mileage.  It  is  not  proposed,  nor  can  it  be  assumed,  that 
any  injustice  will  be  done  in  this  regard.  I  do  not  attempt  to  antici- 
pate the  rulings  of  the  courts  in  this  respect;  but  I  venture  the 
assertion  that  the  broad,  general  rule  must  be  that  values  will  be 
determined  by  a  consideration  of  the  contribution  which  each  road 
is  capable  of  making  to  the  consolidated  system  when  the  necessary 
expenditures  are  made  which  will  fit  it  to  render  that  contribution 
fully  and  efficiently.  It  would  seem  that  the  fears  of  the  managers 
of  some  of  the  larger  railways  are  unfounded,  unless  they  are  based 
upon  the  hope  of  undue  profits;  and  if  they  are,  they  ought  to  be 
wholly  disregarded.  I  firmly  believe  that  if  a  compulsory  feature 
were  added  to  the  existing  law  we  would  see  within  five  years  a 
consolidation,  in  accordance  with  the  plan  adopted  by  the  coimnis-' 
sion,  by  agreement  among  the  railways  themselves. 
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There  are  many  ways  which  the  Government  may  employ  in 
bringing  about  the  result,  in  the  event  of  a  failure  or  refusal  to 
accomplish  it  by  voluntary  action.  It  can  be  done  through  the 
process  of  condemnation,  or,  more  easily  probably,  through  the 
organization  of  new  companies  under  a  Federal  statute  and  the  pur^- 
chase  of  the  stocks,  and  in  some  cases  the  bonds,  of  the  old  com- 
panies. AMiile  I  understand  perfectly  the  complexities  and  difficul- 
ties Avhicli  would  be  met  on  the  way  there  is  no  serious  or  funda- 
mental obstacle  in  the  path  of  the  Government  which  would  pre- 
vent the  accomplishment  of  the  purpose  in  view. 

Turning  to  the  other  class  of  objectors,  I  believe  that  their  opposi- 
tion is  equally  without  reason.  I  will  not  discuss  at  this  point 
their  movement  for  Government  ownership;  I  will  take  up  that 
proposal  in  another  article.  Just  now  I  will  devote  myself  to  their 
claim  with  regard  to  competition  and  service.  The  British  consoli- 
dation, to  which  I  have  already  referred,  practically  excludes  com- 
petition. It  is  a  territorial  consolidation.  I  believe  in  competi- 
tion, wherever  it  is  possible  to  preserve  or  create  it,  in  the  railway 
transportation  of  the  United  States.  I  do  not  mean  competition  in 
rates;  competition  in  the  charges  for  transportation  is  not  only  in- 
consistent with  governmental  regulation  but  it  is  the  open  door  to 
discrimination,  rebates,  bankruptcy,  and  ruin.  The  competition  I 
favor  is  tlie  competition  in  service.  I  believe  that  kind  of  competi* 
tion  is  very  desirable.  It  means  accommodating  officers  and  em- 
ployees; it  means  that  every  reasonable  effort  will  be  made  to  meet 
the  convenience  and  comfort  of  shippers  and  passengers;  it  means 
progress  in  the  increase  of  facilities;  it  means  tibe  advance  of  inv^- 
tions;  it  means  a  motive  for  the  highest  efficiency. 

In  a  country  like  ours  it  would  be  exceedingly  unfortunate  to 
abalidon  this  kind  of  competition,  and  the  transportation  act  specific 
cally  provides  that  the  plan  of  consolidation  shall  preserve  competi- 
tion as  fuUy  as  practicable;  the  plan  now  being  considered  by  the 
Interstate  Coimnerce  Commission,  and  all  other  plans  proposed,  are 
based  upon  competitive  service^  In  my  opinion  there  wiU  be  more 
effective  competition  when  the  roads  are  consolidated  in  accordance 
with^the  direction  of  the  (transportation  act  than  there  is  now,  so 
that  aU  fear  on  that  score  may  be  dismissed. 

The  suggestion  that  the  influence  of  consolidated  roads  in  either 
promoting  or  prev^ting  legislation  would  increase  is  purely  fanci- 
ful and  no  one  who  has  the  least  familiarity  with  the  manner  in 
whidi  raUway  companies  and  railway  associations  attempt  to  put 
their  views  before  Congress  will  seriously  urge  the  objection.  There 
has  been  a  complete  revolution  in  this  field  of  activity  during  the 
last  20  years,  and  the  influence  of  labor  unions,  farmers'  associa* 
tions,  chambers  of  comm^ce,  railways,  civic  bodies,  and  trade  or* 
ganizations  of  aU  kinds  is  brought  to  bear  on  legislation  in  a  dif  * 
ferent  way.  I  have  been  a  close  observer  of  this  subject  for  more 
than  a  quarter  of  a  century  and  I  think  it  can  be  said  with  absolute 
accuracy  that  the  old  surreptitious  methods  have  been  almost  en- 
tirely superseded  by  open  mvjestigation  and  public  argument.  I 
do  not  mean  to  say  that  selfi^mess  has  disappeared  from  any  of 
th^  influences  upon  legislation  but  I  do  mean  that,  in  large  meas- 
ure, they  are  exerted  openly  instead  of  steaUhily  and  secretly. 
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Kor  do  I  mean  to  say  that  tibe  pfesent-day  methods  are  always 
fair,  wheth^  excised  upon  the  voters  in  their  primary  capacity  or 
upon  their  representatives  in  legislative  or  administrative  bodies. 
I  ^ow  that  these  investi^ions,  neariii^  and  arguments  are  often 
marked  by  misrepresentatioiis,  half  trutE^  and  f  aOaxnous  reasoning, 
but  tiiiese  are  weaknesses  that  inhere  in  every  form  of  free  govern- 
ment and  they  can  onlv  be  met  by  intelligence,  full  information, 
and  fidelity  to  tile  public  interest  on  the  ^irt  of  voters  and  their 
representatives.  Again  I  record  the  conclusion  that  there  is  no  valid 
objection  to  tiie  consolidation  of  the  railwa3rs  along  the  lines  of  the 
transportation  act,  and  that  the  hope  of  successful  regulation  of 
railway  transportation  and  of  reducing  railway  charges  lies  in  fol- 
lowing the  course  there  outlined.  I  believe  smcerely  that  if  it  is 
not  followed  we  must  adopt  the  policy  of  Gov^imient  owner^p 
and  operation  of  the  railways. 

In  my  next  article  I  shall  endeavor  to  point  out  what  I  regard 
as  the  fundamental  objections  to  that  policy. 

> 

Abticle  vn. 

OBJECTIONS  TO  GOVERNMENT  0WKBR8HIP  AND  OFiSRATION' — DISASTROUS 
TO  NATIONAL  CREDIT — "  POLITICS  "  WILL  ENTER  INTO  RAILROAD  MAll* 
AGEMENT — GREAT  LOSSES  AND  UNDERMAINTENANCE  DtTRING  GOV1BRN- 
MENT  OPERATION — BENEFICIAL  STATE  CONTROL  WOULD  BE  COMPLETEtY 

ABOLISHED  LOSS    OF    STATE   REVENUE    FROM   RAILROADS  DRIVER  AND 

HARBOR  "  PORK  BARREL  "  iCANDALS  OF  THE  PAST  WILL  BE  MULTIPLIED, 

The  first  objection  to  Government  ownership  and  operation  of  the 
railways  in  the  United  States  is  a  financial  one;  the  Government  of 
the  United  States  is  now  indebted  upon  its  bonds  and  other  obliga- 
tions of  like  character  in  the  sum  of  more  than  $23,000,000,000.  If 
we  may  assume  the  railways  are  of  the  value  (as  fixed  by  the  Inter- 
state Commerce  Commission  for  rate-making  purposes)  of  more 
than  $19,000,000,000,  we  would  be  compelled  to  add  to  the  national 
debt  that  sum  in  order  to  acquire  them.  I  think  we  all  recognize 
how  disastrous  that  would  be  to  the  national  credit,  even  though  we 
might  fairly  expect  to  secure  from  their  operation  an  amount  that 
would  be  sufficient  to  meet  the  interest  on  the  added  debt.  The 
uncertainty  that  Avould  attend  that  expectation,  covering  as  it  does 
an  indefinite  future,  would,  in  my  judgment,  materially  increase  the 
rate  of  interest  which  the  Government  would  be  compelled  to  pay^ 
not  only  upon  the  bonds  that  would  represent  the  purchase  of  the 
railway  property  but  upon  the  existing  obligations  of  the  United 
States'  as  they  come  to  be  refunded  in  the  course  of  time.  This 
would  be  true  in  a  proportionate  degree  even  though  the  claims  of 
those  who  insist  that  the  valuation  now  fixed  by  the  Interstate  Com- 
merce Commission  is  more  than  the  actual  worth  of  the  railway 
properties  were  well  founded.  I  will  not  discuss  that  subject  at 
this  time  but  will  do  so  in  another  article.  This  objection  to  Gov- 
eniment  ownership  at  the  present  time  or  in  the  near  future,  while 
serious  enough,  is  not  from  my  standpoint  as  fatal  to  the  proposal 
as  oUiers  I  hm%  in  mind. 
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Second,  it  is  obvious  that  in  a  country  like  ours  when  the  Goverii- 
enters  any  buaness  enterprise  the  management  of  that  enter- 

deepljr  affected  by  what  we  ordinarily  call 
politics.  The  shippers  wiU  want  low  rates,  the  employees  will 
^nt  hi^  wages,  communities  wiU  want  favoritism,  and  there  will 
fee  a  constant  denwnd  on  the  part  of  many  of  our  people  for  economy 
at  the  expfflise  of  efficiency;  and  all  these  conflicting  interests  will 
OT«e  ^eir  demands  firet  through  the  voters  in  political  campaigns, 
•nd  after  that  through  Congress.  It  seems  to  me  that  the  result 
rj!IrJl^®°^"^y  ^  a  never-ending  struggle,  constant  confusion, 
Si^Jr?  ^levous  injustice.  If  it  could  be  asserted  with  any 
tnaUi  that  the  Government  could  maintain,  operate,  and  expand  the 
railway  properties  at  less  expense  than  private  owners,  that  fact 
would  mitigate_  m  some  degree  this  objection.  There  is,  however 
no  possible  basis  for  that  belief  in  our  past  experience  in  business 
affairs;  nor  is  there  any  basis  for  it  in  the  Government  operation  of 
railways  during  the  war  nor  in  the  history  of  other  countries  which 
nave  tried  the  experiment  of  government  ownership  in  tunes  of 

As  I  have  remarked  more  than  once,  I  believe  that  the  Govern- 
ment had  a  better  chance  to  prove  whatever  merit  there  is  in  Gov- 
ernment operation  during  the  war,  when  there  was  no  limit  as  to  its 
power  and  when  selfish  interests  were  largely  subordinated  to  praise- 
worthy loyalty,  than  it  can  possibly  have  in  times  of  peace.    It  will 
be  remembered  that  we  adopted  a  very  different  policy  from  that  of 
Great  Britain.    The  railways  of  England  and  Scotland  carried 
troops  and  all  war  material  without  charge,  the  Government  having 
guaranteed  a  net  income.    In  our  country'  tlie  Government  waS 
^rged  the  ordinary  rate  in  all  movements,  whether  passenger  or 
freight.   This  was,  of  course,  a  mere  matter  of  bookkeeping,  because 
our  roads  were  being  operated  under  a  guaranty  lust  as  those  of 
Jiingland  and  Scotland  were,  and  I  mention  it  only  to  disclose  the 
opportunities  which  our  Government  had  to  make  a  favorable  show- 
mg  of  net  income  from  operation.   The  disappointing  fact  is,  how- 
ever, that  during  the  26  months  of  Government  opwation  the  net 
loss  which  had  to  be  met,  or  will  have  to  be  met,  by  appropriations 
from  the  General  Treasury  was  more  than  $1,200,000,000.   This,  of 
course  does  not  include  the  payments  under  the  guaranty  contin- 
umg  the  standard  contracts  for  a  period  of  six  months  after  the 
roads  were  returned  to  their  owners  on  March  1,  1920.  If  the  Gov- 
ernment had  settled  the  claims  for  additional  wages  in  1919,  instead 
of  passing  them  over  to  the  United  States  Railroad  Labor  Board 
*on  nnnVn^if '^^^'''^  rates,  the  net  loss  would  have  been  at  the  rate  oi 
month  naonth  instead  of  $45,000,000  or  $mjmfiOO  per 

In  this  connection  I  desire  to  say  that  the  raUways  were  as  well 
managed  during  these  26  months  as  could  be  expected  from  anv 
Government  management.  Mr.  McAdoo,  the  first  Director  Generd 
of  Kailroads,  and  Mr.  Hines,  who  succeeded  him,  were  highly  com- 
petent men.  They  called  to  their  asfflstanee  the  best,  m<5t  compe- 
tent, and  most  expenenced  railway  managers  of  the  country,  and 
their  employees  generally  rendered  the  most  loyal  service.  Thev  had 
greater  authority  than  will  ever  again  be  given  to  administrative 
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officers,  and  yet  under  all  these  advantages  <^  Government  suffered 
the  loss  I  have  mentioned. 

Not  only  so,  but  it  returned  the  railroads  to  their  owners  with 
undermaintenance  amounting  to  more  than  $200,000,000.  This  his- 
tory will  not  incline  the  people  to  a  repetition  of  that  experience 
unless  it  becomes  absolutely  necessary  in  order  to  furnish  the  people 
with  the  transportation  facilities  which  they  must  have. 

Third,  a  great  deal  of  complaint  has  been  heard  with  respect  to 
the  transportation  act  in  that,  as  it  is  alleged,  it  withdrew  certain 
authority  in  regulation  from  the  States  and  the  State  railroad  com- 
missions, and  enlarged  the  power  of  the  Federal  Government  over 
intrastate  rates.  The  complaint  is  much  exaggerated,  but  that  the 
transportation  act  did  somewhat  increase  the  autliority  of  the  Gen- 
eral Government  over  these  matters  can  not  be  questioned,  and  there 
is  an  energetic  effort  bemg  made  to  restore  State  authority  over 

If  the  policy  of  Government  ownership  is  approved  it  will  destroy 
all  State  authority  and  authority  of  State  commissions.  Wlien  all  the 
railways  belong  to  the  Government  of  the  United  States  it  is  obvious 
that  the  States  can  have  nothing  to  say  with  respect  to  rates  or  with 
respect  to  any  other  matter  of  control  or  regulation.  It  seems  to  me 
that  the  situation  thus  created  would  be  exceedingly  unsatisfactory 
and  unfortunate.  There  are  a  great  many  things  which  the  States 
ean  do  for  their  people  infinitely  better  than  the  Federal  Govern- 
mena  can  do  them,  and  I  am  much  more  afraid  of  centralizing  all 
authority  in  WashiMton  than  I  am  of  the  influence  of  consolida- 
tion. The  machine  known  as  the  Federal  Government  is  tremen- 
dously large  now  and  it  is  bound  to  grow  in  size,  but  we  ought  to 
<^nsider  very  carefully  the  addition  of  power  which  can  be  better 
exercised  by  the  Stat^  unless  it  becomes  imperative  to  do  so. 

Fourth,  the  railways  now  pay  more  than  $300,000,000  per  year  in 
tazffi.  A  very  lai^  part  of  this  enonnous  sum  represents  taxes  paid 
to  ttie  States  or  to  the  counties  or  municipalities  of  the  States.  If 
the  CJovemment  acquires  the  railways,  tibis  source  of  revenue  to  the 
several  States  will  be  entirely  lost,  for  neither  the  States  nor  any  of 
their  political  subdivisions  can  tax  the  property  of  the  United  States. 
As  an  iliiKtration,  the  State  of  Iowa  levied  taxes  upon  all  the  rail- 
ways in  the  State  last  year  amounting  to  $6,978,306.  If  Govemmwit 
ownerdup  is  brou^t  about  and  the  requirements  of  the  State  remam 
the  same,  this  sum  must  be  made  up  by  additional  taxes  upon  the 
farms,  factories,  banks,  stores,  and  ottier  private  business  enterprises. 
When  we  remember  that  one  of  ihe  great  evils  of  this  time  is  the 
very  rapid  increase  of  tax-exempt  secoritiee  we  ought  to  hesitate  a 
long  time  before  we  increase  tax>exempt  property  by  something  like 

^19,000,000,000.  .    ,  .  ,  . 

Fifth,  the  last  objection  which  I  shall  urge  m  these  articles  is  the 
most  serious  of  all  the  objections  I  have  made.  I  think  we  all  agree 
that  it  would  be  most  unwise  to  raise  the  additional  capital  that 
would  be  required  for  additions,  bettermeats,  and  ext«isi<»is  throng 
either  freight  or  passenger  rates.  It  is,  I  tMnk,  admi|^  that  me 
economic  principle  known  as  service  at  cost  (including  in  cost  a  fair 
return  upon  capital)  is  the  only  just  way  of  dealing  with  the  public 
in  fixing  rates  to  be  charged  by  common  carriers  for  transportation. 
If  this  he  granted,  then  the  money  annually  needed  for  additions, 
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betternieiits,  and  extensions,  properly  chargeable  to  capital  account, 
must  be  raised  by  taxation  and  taken  from  the  Treasury  of  the 
United  States  by  acts  of  Congress  appropriating  the  sums  which 
iPom  time  to  time  are  to  be  expended. 

We  have  seen  that  for  very  many  years  to  come  the  annual  ex- 
penditure for  additions,  betterments,  and  extensions  will  be  at  least 
^(50,000,000  if  Ave  would  make  our  raihvaA"  system  fully  adequate- 
for  the  business  of  the  country.  Every  vear  Congress  would  be 
caHed  upon  to  make  these  appropriations:  they  will  aggregate  one- 
fourth  of  the  present  cost  of  maintaining  the  Government  of  the 
United  States.  Every  State— indeed,  every  community— will  be 
clamoring  for  its  share  or  more  than  its  share  of  this  vast  sum  of 
money,  insisting  tlirough  skillful  advocates  that  its  needs  are  greater 
than  the  needs  of  any  other  State  or  communitv.  All  the  scandals 
of  the  river  and  harbor  appropriations,  A\hich  in  the  past  have 
shocked  the  sensibilities  of  the  people,  will  not  only  be  revived  but 
will  be  multiplied  fivefold. 

Tliere  will  be  combinations  and  trades  among  Members  of  Con- 
gress m  their  frantic  efforts  to  secure  the  expenditure  of  this  money 
in  particular  States  or  localities.  The  public  interest  will  be  for- 
gotten m  this  mad  scramble  for  appropriations,  and  our  Mlwavs 
will  fall  into  utter  confusion. 

I  am  not  suggesting  dishonesty  on  the  part  of  Members  of  Con- 
gress, for  it  is  the  most  natural  thing  in  the  world  for  a  Member  of 
the  House  from  one  district  or  a  Senator  from  one  State  to  look  upon 
the  enlargement  of  the  facilities  of  transportation  in  his  own  dislnct 
or  in  his  own  State  as  a  paramount  necessity.  No  man  with  the  good 
of  his  country  at  heart  can  contemplate  this  struggle  for  appropria- 
tions with  complacency.  The  result  would  be  periods  of  wild  ex- 
travagance, followed  by  periods  of  indefensible  parsimomr.  Under 
any  such  policy  our  railways  will  not  develop  into  a  weU-rounded, 
efficient  system.  I  have  no  desire  to  conceal  from  myself  or  from  my 
readers  the  perplexing  difficulties  with  which  we  will  be  constantly 
confronted  in  the  control  and  regulation  of  our  railways  under 
private  ownership  and  management;  but  they  shrink  into  insignifi- 
cance when  compared  with  the  dismsters  which  must  befall  usTf  we 
attempt  public  ownership  and  management.  • 

In  my  next  article  I  will  take  up  the  question  relating  to  the  valua- 
tion of  the  railway  properties* 

AfinicLB  vm. 

VAiiVATTOK  OF  baHiWat  rsxmoxnm — bmlroad  values  icust  be  deths- 

MIlIIiD  WHATEVBK  TOSJtCr  WE  PDBSTJE — COMUlSSIOir  HAS  FIXED  VALUE 
KIR  BAXE-MAKmO  FUKPOI^  AT  ?18,900,000,000 — ^SSPFORTS  TO  LOWER 
THIS  Alf Otmr  BY  UBOISLATnnB!  ACTION — COURTS  ALONE  HAVE  POWER  TO 
Fur  ALLY  DETERHIKE  VALUB  (XB  FROFBRTY. 

The  questions  which  arise  in  the  consideration  of  the  value  of  our 
railway  property  used  in  the  service  of  transportation  are  overwhelm- 
ingly important  no  matter  what  may  be  our  policy  in  the  future. 
They  are  important  if  we  mftks  no  change  in  our  present  system  of 
regulation,  because  the  raluation  constitutes  the  basis  upon 'which  a 
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fair  return  is  to  be  ascertained.  They  are  important  if  we  bring 
about  the  consolidations  which  I  believe  are  necessary  if  private 
ownership  is  to  continue.  They  are  important  if  we  go  forward  (or 
backward,  as  I  think)  to  Government  ownership,  because  the  values 
of  the  several  properties  to  be  acquired  must  either  be  agreed  upon  or 
adjudicated  before  the  Government  can  take  title  to  them. 

In  this  discussion  I  intend  to  limit  myself  to  the  value  of  railway 
i:)roperty  for  rale-making  purposes.  As  I  have  already  said  in  a  for- 
mer article,  there  may  be  some  elements  of  value  that  are  not  common 
to  the  process  of  acquisition  and  the  process  of  rate  making.  It  is  not 
necessary  for  my  purposes  to  enter  into  that  subject.  My  present  ob- 
ject is  to  inquire  into  the  justice  of  the  criticisms  which  have  been 
leveled  against  section  15-a  of  the  transportation  act.  the  act  under 
which  the  Interstate  Commerce  Commission  is  now  proceeding.  The 
commission,  about  the  1st  of  September,  1920,  found  tentatively  that 
tlie  value  of  all  the  railway  property  in  the  United  States  used  in  the 
service  of  transportation  was  $18,900,000,000.  To  that  amount  must 
be  added  tlie  sums  expended  since  that  time  for  additions,  betterments, 
and  extensions  chargeable  not  to  maintenance  and  operations  but  to 
capital  account.  It  has  been  asserted  by  men  holding  high  and  re- 
sponsible stations,  or  seeking  these  stations  at  the  hands  of  the  pecmle, 
that  this  valuation  is  from  seven  to  ten  billions  of  dollars  more  man 
the  real  value  for  rate-making  purposes. 

At  a  meeting  held  recently  in  Chicago,  called  by  Senator  La  Fol- 
lette  and  over  which  he  presided,  it  was  practically  resolved  that  this 
valuation  by  the  int^:state  Commerce  Commission  should  be  reduced 
to  about  $10,000,000,000,  and  that  this  result  should  be  accomplished, 
first,  by  further  appeal  to  l^e  commission,  and  that  filling  through 
some  form  of  congressional  legislation.  I  do  not  know,  nor  do  I  pre- 
tmd  to  know,  the  value  of  the  ndlway  property  of  the  United  States, 
but  I  believe  that  I  do  know  the  method,  and  the  only  method,  by 
which  that  value  can  foe  finally  dfiti^nnined.  I  shall  ^deavcn*  to  point 
out  that  method  for  the  purpose  only  of  establishing  beyond  all 
reasonable  controversy  the  conclusion  mat  Congress  can  not,  by  any 
kind  of  legislation,  fix  the  value  of  these  properties,  nor  affect  in  the 
least  degree,  legally  speaking,  the  determination  by  the  courts  of  these 
values. 

It  is  my  contention  that  the  value  of  property,  whether  taken  for 
public  use  or  whether  considered  for  rate-making  purposes,  presents 
a  judicial  question,  and  that  Congress  and  all  other  legislative  bodies 
are  powerless  either  to  declare  what  the  value  is  or  to  prescribe  or 

exclude  elements  of  value  which  will  bind  the  courts  in  reaching  a 
result.  If  this  be  not  true,  then  the  Constitution  of  the  United  States 
and  the  constitutions  of  all  of  the  States,  which  declare  that  no  per- 
son shall  be  deprived  of  his  life,  liberty,  or  property  without  due 
process  of  law,  and  that  private  property  shall  not  be  taken  for  public 
use  without  just  compensation,  are  mere  rhetorical  utterances  in- 
tended to  delude  the  countrv  into  the  belief  that  we  are  living  in  a 
free  country,  whereas,  in  fact,  we  are  living  under  the  reign  of  me- 
dieval tyranny  and  spoliation. 

I  will  not  enlarge  this  discussion  by  citing  many  of  the  judicial 
authorities  that  will  be  found  in  the  decisions  of  the  courts  of  last 
resort  in  almost  every  State  in  the  Union  but  confine  myself  mainly 
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to  the  law  as  it  has  been  federally  settle  by  llie  Supreme  Court  of 
the  United  States. 

In  the  case  of  the  Monon^ahela  Kavi^tion  Co.  v.  United  States^ 
(148  U.  S.  312),  Congress  nad  authorized  the  institution  of  pro- 
ceedings for  the  acquisiticm  of  a  lock  and  dam  which  constituted 
a  part  of  the  improyement  of  the  Monongahela  River.  The  entire 
improvement  consisted  of  the  construction  of  a  series  of  locks  and 
dams  for  the  purpose  of  making  the  Monongahela  River  navigable 
at  all  seasons  of  the  year.  The  improvement  was  at  that  time 
owned  by  a  corporation  which  had  been  organized  under  the  laws 
of  the  State  of  Pennsylvania.  In  the  act  Congress  attempted  to 
exclude  from  consideration  in  the  condemnation  proceedings  the 
franchise  as  an  element  of  value  in  determining  the  award.  Upon 
this  point  the  Supreme  Court  said : 

By  this  legislation  Congress  seems  to  have  assumed  the  right  to  determine 
what  shall  be  the  measure  of  compensation.  But  this  is  a  judicial  and  not  a 
legislative  question.  The  legislature  may  determine  what  private  property  is 
needed  tot  public  purposes;  that  is  a  question  of  a  political  and  legislative 
character.  But  when  the  taking  has  been  ordered  then  the  question  of  com- 
pensation is  judicial.  It  does  not  rest  with  the  public,  taking  the  property, 
through  Congress  or  the  legislature,  its  representative,  to  say  what  compensa- 
tion shall  be  paid,  or  even  what  shall  be  the  rule  of  compensation.  The  Con- 
stitution has  declared  that  just  compensation  shall  be  paid,  and  the  ascertain- 
ment of  that  is  a  judicial  inquiry.  In  Charles  River  Bridge  v.  Wntrea  Bridge  (11 
Pet.  320,  571)  :\Ir.  Justice  McLean  in  his  opinion,  referring  to  a  provision  for 
compensation  found  in  the  charter  of  the  Warren  Bridge,  uses  this  language: 
*\They  (the  legislature)  provide  that  the  new  company  shall  pay  annually 
to  the  college,  in  behalf  of  the  old  one,  a  hundred  pounds.  By  this  provision 
It  appears  that  the  legislature  has  undertaken  to  do  what  a  jury  of  the 
country  only  could  constitutionally  do — assess  the  amount  of  compensation 
to  which  the  complainants  are  entitled.  See  also  the  following  authorities: 
Com.  V.  Pittsburg  &  C.  R.  Company  (58  Pa.  St.  26,  50)  ;  Pennsylvania  R.  Com- 
pany V.  Baltimore  &  0.  R.  Company  (60  Md.  263)  ;  Isom  v.  Mississippi  Cent  R. 
Ck>mpany  (36  Miss.  300). 

In  the  last  of  these  cases,  and  on  page  315,  will  be  found  these  observations 
of  the  court :  "  The  right  of  the  legislature  of  the  State  by  law  to  apply  the 
property  of  the  citizen  to  the  public  use,  and  then  to  constitute  itself  the  judge 
of  its  own  case,  to  determine  what  is  the  just  compensation  it  ought  to  pay 
Oierefor,  or  how  much  benefit  it  has  conferred  upon  the  citizen  by  thus  taking 
his  property  without  his  consent,  or  to  extinguish  any  part  of  sddi  cmnp^osa-* 
tion  by  prospective  conjectural  advantage,  or  in  any  manner  to  Interfere  with 
the  just  powers  and  province  of  courts  and  juries  in  administering  right  and 
justice,  can  not  for  a  moment  be  admitted  or  tolerated  under  our  Constitution. 
If  anything  can  be  clear  and  undeniable,  upon  principles  of  natural  justice  or 
Gcmstttutional  law,  it  seems  that  this  must  be  so." 

We  are  not,  therefore,  concluded  by  the  declaration  In  the  act  that  the  fran- 
chise to  collect  tolls  is  not  to  be  conaidiered  in  edstimatlng  the  sum  to  be  paiA 
for  the  property. 

Since  the  announcement  of  the  decision  in  the  case  from  which  I 
have  just  quoted  the  principle  there  established  has  never  been 
questioned.  It  seems  to  me  utterly  indefensible  for  men  holding  or 
seeking  public  office  and  who  know  or  ought  to  know  that  Congress 
can  not  prescribe  a  rule  for  the  ascertainmmit  of  values,  to  inflame 
the  imssions  and  prejudices  of  the  people  upon  this  subject  by  &e 
promise  of  legislation  which  they  know  can  not  be  enad;ed — unless, 
mdeed,  their  real  object  is  the  cconplete  ovOTtihrow  of  our  fonn  oi 
goremmmt. 

My  next  article  will  continue  this  dlieussion. 


A  coirronjATzoK  of  thb  DisoirssxDN  op  BAnuwAT  YMJiam—euFsaaa 

COITBT's  nUUB  for  ASOEIBTAXHIEEMT  (O*  YAliirS  OF  RAIX.WAT  PBOTERTY — 
COKGRESS  FOWISBLBBS  TO  UnmJWT  OOfDUl^  lIimZKCh-HEBBOmK  15-A 
SFBOmCAIXT  STATES  VALI7E  SHALIi  BM  mOSBXXKtD  AOOORDING  TO  CTEB 
LAW  OF  THS  LAND. 

I  shall  not  enter  into  any  discussion  of  the  rule  which  has  bem 
declared  by  the  Supreme  Court  for  the  asowtainment  of  the  value  of 
railway  property;  the  question  has  been  before  that  court  mainr 
times  and  without  respect  to  my  personal  opinion  as  to  the  sound- 
ness of  the  decisions  it  seems  to  me  that  tihe  rule  has  been  definite 
and  finally  established.  I  am  dealing  with  the  control  and  regula- 
tion of  our  railways  from  a  legislative  standpoint,  and  my  purpose 
is  fulfilled  when  I  make  it  clear  that,  so  far  as  values  are  concwned, 
Congress  has  no  jurisdiction  whatever.  We  must  accept  the  result 
of  a  judicial  investigation  guided  by  the  Constitution  of  the  coun- 
try and  the  law  of  the  land. 

I  understand  perfectly  that  the  controversy  as  to  values  is  still  in 
progress,  notwithstanding  the  opinions  which  have  from  time  to 
time  been  rendered  by  the  Supreme  Court,  but  with  that  phase  of 
the  railway  problem  I  have  nothing  to  do  in  a  legislative  way,  and, 
as  stated  in  the  beginning,  I  am  considering  only  the  soundness  and 
fairness  of  section  15-a  in  so  far  as  the  values  of  railway  properties 
are  concerned.  I  repeat  that  when  the  transportation  act  was 
passed,  and  for  years  before,  it  was  the  settled  law  of  the  United 
States  that  the  ascertainment  of  the  value  of  railway  property  for 
rate-making  purposes  presented  a  question  that  must  be  determined 
by  the  courts  of  the  country;  a  question  that  could  not  be  affected 
by  legislation. 

I  turn  now  to  a  brief  comment  upon  section  15-a,  which  relates  to 
the  value  of  railway  property.  Paragraph  (4)  of  this  section  is  as 
follows : 

For  the  purposes  of  this  section,  such  aggregate  value  of  the  property  of 
tlie  carriers  shaU  be  determined  by  the  commission  from  time  to  time  and  as 
often  as  may  be  necessary.  The  commission  may  utilize  the  results  of  its 
investigation  under  section  19-a  of  this  act  (interstate  conmerce  act),  in  ao 
far  as  deemed  available,  and  shaU  give  dne  consldaratim  to  aU  the  dements  of 
value  recognized  by  the  law  of  the  land  for  rate-making  purposes,  and  shall 
give  to  the  property  investment  account  of  the  carriers  only  that  consideration 
which  under  such  law  it  is  entitled  to  in  establishing  values  for  rate-making 
I)urposes.  Whenever  pursuant  to  section  19-a  of  this  act  the  value  of  the  rail- 
way property  of  any  canter  held  for  and  used  in  Ite  swvlce  of  tnuuportation 
lui8  bem  finally  ascertained,  the  value  so  ascertained  shall  be  deemed  by  the 
ooHunlssion  to  be  the  value  thereof  for  the  pmpofle  of  determining  soeh  aggre- 
gate valua 

It  is  to  be  observed  ihsi  the  conunission,  in  determining  values,  is 
authorized,  in  reaching  preliminary  resulted  to  utilize  its  investiga- 
tions under  section  19-a  of  the  interstate  commerce  act.  This  section 
is  what  is  commonly  known  as  the  La  FoUette  Valuation  Act  and 
wfara  the  commission  has  finally  determined  the  value  of  the  prop- 
erty of  any  carrier  under  the  valuation  act  it  is  directed  to  use 
that  value  m  readying  a  conelu^on  as  to  the  aggregate  value  of  all 
tibe  railway  property. 
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It  IS  to  be  observed,  f  urther,  that  paragraph  (4)  contains  this  dec- 
laration: and  shall  give  due  consideration  to  aU  the  elements  of 
value  recoffliized  by  the  law  of  the  land  for  rate-making  purposes." 
1  here  could  not  be  a  fairer  or  more  complete  legislative  rule  than 
if  any  mistake  has  occurred  or  shall  hereafter  occur  in  the 
valuation  of  railway  properties  it  is  not  a  mistake  in  legislation.  If 
the  commission  does  not  properly  apply  the  law  of  the  land  in  the 
performance  of  its  duty,  then  upon  appeal  to  the  courts  the  error 
win  be  corrected  by  the  only  authority  m  our  Gk)vemment  competent 
to  render  a  final  decision  respecting  values.  I  very  confidentlv  sub- 
mit to  the  people  of  my  State  and  to  the  country  tliat  whatever 
other  faults  may  be  found  in  section  15-a,  no  just  criticism  can  be 
iaid  against  its  provisions  relating  to  the  value  of  railway  property. 

In  my  next  article  I  will  take  up  the  rate-making  paragraphs  of 
that  section.  ■  ^     ^  ^ 

AxnciM  X 

HATE-MAKING  PROVISIONS— CXHfclMISSION  OIVSN  AUTHOBITT  TO  FBESCRIBIS 
RATES  THAT  WILL  YJELB  A  PAIR  BBfTUKK— aCUST  MAKE  PUBLIC  THE 
AGGREGATE  PROPERTY  YALTO— COUNTRY  DIVIDED  JNTO  RATE  GROUPS— 
IN  NO  SENSE  IS  THIS  A  OUASANTY. 

The  rate-making  provisions  of  section  15-a  are  to  be  found  in 
paragraphs  (2)  and  (3).  I  quote  them  for  convenience: 

(2)  In  the  exercise  of  its  power  to  prescribe  just  and  reasonable  rates  tbe 

commission  shall  initiate,  modify,  establish,  or  adjust  such  rates  so  that 
earners  as  a  whole  (or  as  a  whole  in  each  of  such  rate  groups  or  territories 
as  the  commission  may  from  time  to  time  designate)  will,  under  honest 
€fficirat,  and  eeonomical  management  and  reasonable  expenditures  for  main- 
tenance of  way,  structures,  and  equipment,  earn  an  aggregate  annual  net 
railway  operating  income  equal,  as  nearly  as  may  be.  to  a  fair  return  upon 
the  aggregate  value  of  the  railway  property  of  such  carriers  held  for  and 
used  in  the  sei-vice  of  transportation:  Provided,  That  the  commission  shall 
nave  reasonable  latitude  to  modify  or  adjust  any  particular  rate  which  it 
may  find  to  be  unjust  or  unreasonable,  and  to  prescribe  different  rates  for 
ulfrerent  sections  of  the  country. 

(3)  The  commission  shall  from  time  to  time  determine  and  make  public 
what  percentage  of  such  aggregate  property  value  constitutes  a  fair  return 
thereon,  and  such  percentage  shall  be  uniform  for  all  rate  groups  or  territories 
Widen  may  be  designated  by  the  commission.  In  making  such  determination  it 
WaU  give  due  consideratlan,  amcmg  other  things,  to  the  transportation  needs 
of  the  country  and  the  necessity  (under  honest,  efficient,  and  economical 
management  of  existing  transportation  facilities)  of  enlarging  such  facilities 
in  order  to  parovide  the  people  of  the  United  States  with  adequate  transporta- 
tion: Provided,  That  during  the  two  years  beginning  March  1,  1920,  the  com- 
mission shall  take  as  such  fair  return  a  sum  equal  to  5J  per  cent  of  such 
aggregate  value,  but  may,  in  its  discretion,  add  thereto  a  sum  net  exceeding 
one-half  of  1  per  cent  of  such  aggregate  value  to  make  provision  in  whole  or 
m  part  for  improvements,  betterments,  or  equipment  which,  according  to  the 
accounting  system  prescribed  by  the  commission,  are  chargeable  to  capital 
account.  ■ 

It  will  be  noted  that  the  authority  of  the  commission  is  to  pre- 
scribe  such  just  and  reasonable  rates  as  will  yield  a  fair  return. 
This  phase  of  authority  added  nothing  to  existing  law;  that  part 
of  the  section  simply  expresses  the  command  of  the  Constitution. 
It  is  well  that  this  thought  be  firmly  fixed  in  our  minds  as  we 
proceed  with  the  analysis.  The  neAv  legislation  in  these  paragraphs 
consists  of  two  permanent  provisions  and  one  temporajy  arrange- 


ment  The  first  permanent  addition  to  the  law  is  in  that  part  of 
paragraph  (2)  wherein  it  is  declared  that  rates  shall  be  so  adjusted 
that  the  railways,  as  a  whole,  will  earn  an  aggregate  annual  net 
railway  operating  income  equal,  as  nearly  as  may  be,  to  a  fair  return 
upon  the  aggregate  value  of  the  railway  property  of  such  canws 
held  for  and  us^  in  the  service  of  transportation,''  and  thsit  part  of 
paragraph  (3)  in  which  it  is  declared:  *^And  such  percentage  shall 
be  uniform  for  all  rate  groups  or  territories  which  may  be  desig- 
nated hj  the  commission,''  and  further:  "  In  making  such  determi- 
nation it  shall  give  due  consideration,  among  other  things,  to  the 
transportation  needs  of  the  country  and  the  necessity  (under  honest, 
efficient,  and  economical  management  of  existing  transportation 
facilities)  of  enlarging  such  facilities  in  order  to  provide  the  people 
of  the  United  States  with  ade<^uate  transportation." 

The  second  permanent  addition  to  the  law  is  to  be  found  in  the 
first  lines  of  paragraph  (3),  as  follows: 

The  commission  shall  from  time  to  time  determine  and  make  public  what  * 
percentage  of  such  aggregate  property  value  constitutes  a  fair  return  thereoa. 

Those  tAYO  permanent  regulations  establish  a  new  legislative  policgr; 
they  nationalize  the  facilities  of  interstate  railway  transportation. 
Their  purpose  is  to  do  all  that  can  be  done  to  maintain  and  make 
efficient  all  the  railways  which  are  performing  the  sendee  of  trans- 
portation. 

Government  ownership  with  all  its  disadvantages  has  one  marked 
advantage,  namely,  that  it  insures  service,  efficient  or  inefficient,  upon 
all  our  railways.  The  provisions  of  section  15-a,  last  quorted,  furnish 
the  nearest  approach  to  this  advantage  possible  under  private  owner- 
ship. These  additions  to  the  existing  law  would,  under  normal  condi- 
tions, furni^  a  fair  return  if  all  our  railways  were  owned  and 
operated  by  a  single  corporation.  If  our  one  thousand  or  more 
roads  were  so  situated  that  each  of  them  could  earn  its  fair  share 
of  this  return  the  problem  would  be  solved.  The  weakness  of  the 
new  policy  (and  it  is  an  inescapable  weakness  until  the  consolida- 
tions I  have  suggested  in  previous  articles  are  brought  about)  is 
that  the  aggregate  earning  may  be  sufficient  but  its  distribution 
among  the  separate  railways  may  make  one  railway  rich  and  leave 
another  banoiipt.  It  is,  however,  a  step,  and  a  necessary  step,  in 
the  right  direction. 

It  must  not  be  inferred  that  because  these  provisions  adopt  a  new 
principle  in  legislation  the  principle  had  not  been  recognized  and 
applied  in  practice  by  the  Interstate  Commerce  Commission  in 
fixing  just  and  reasonable  rates;  the  commission  had  more  than  once 
grouped  the  railways  in  certain  districts  and  had  established  rates 
common  to  all  in  the  group,  not  determined  by  the  conditions  of  any 
particular  road  but  b}^  the  necessities  of  all  of  them.  It  is,  in  my 
judgment,  not  only  a  sound  policy  but  an  imperative  policy  if  we  are 
to  maintain  our  present  transportation  facilities.  As  an  illustration, 
take  the  country  west  of  the  Missouri  River;  if  the  rates  in  the 
territory  served  by  the  Union  Pacific  Railroad  were  fixed  at  the 
lowest  point  that  would  maintain  the  Union  Pacific  Railroad  Co.,  it 
is,  I  think,  capable  of  mathematical  demonstration  that  all,  or  prac- 
tically all,  of  its  competitors  would,  in  the  end,  be  compelled  to  aban- 
don tJieir  roads  and  cease  their  service^  It  would  be  easy  to  point  out 


24      EmMAx  mustsmKjumm  is  tsz  itnxxbd  states. 

■imikr  situations  in  other  parts  of  the  United  States,  but  it  is  un- 
aeceSMiry  to  do  it.  We  must  adopt  one  of  three  plans.  First,  rates 
aaay  foe  fixed  so  that  the  richest  and  most  prosperous  road  will  earn 
JO  mwe  than  a  to  return ;  this  would  simply  destroy  half,  or  more 
than  half,  our  railway  mileage.  Second,  we  may  fix  rates  so  that 
me  least  prosperous  of  the  roads  will  earn  a  fair  return:  this  would 
be  intol^hle  because  it  would  give  grossly  excessive  profits  to  many 
othOTS.  Third,  we  may  fix  rates  basing  them  upon  the  railroads  as 
awhole,  or  upon  such  groups  as  may  be  ordered  by  the  commission. 
Ihis  IS  the  plan  adopted  by  the  transportation  act  and  it  is  the  only 
course  consistent  with  justice  to  the  railways  and  to  the  people 
whom  thev  serve. 

What  I  have  termed  a  temporary  arrangement  is  to  be  found  in 
the  final  clause  of  paragraph  (3).  It  expired,  bv  its  own  terms, 
March  1,  1922,  and  no  longer  affects  the  situation.  It  has  never 
been  alleged,  I  believe,  that  the  fair  return  of  5^  per  cent,  with  dis- 
cretion to  the  commission  to  add  one-half  of  1  per  cent  for  additions 
and  betterments,  is  excessive.  In  fact,  it  was  intended,  and  it  has 
operated,  as  a  restriction  of  the  power  of  the  commission  rather  than 
an  enlargement  of  its  authority.  Its  merit  is  found  in  the  steadiness 
which  it  gave  the  railroad  credit  Avhile  we  were  passing  through  an 
exceedingly  critical  period  which  necessarily  followed  the  war  and 
transition  from  Government  operation  to  private  operation.  It  has 
been  misrepresented  everywhere  as  a  guaranty  to  the  railroads;  it 
IS  absurd  to  so  describe  it,  as  is  made  evident  by  the  fact  that  in  1920 
the  net  income  of  all  the  railroads  was  about  one-third  of  1  per  cent; 
in  1921,  about  3  per  cent ;  and  it  has  never  been  suggested  by  anyone, 
whether  representing  the  railroads  or  the  public,  that  the  Govern- 
ment is  liable  for  the  difference  between  these  rates  of  retum  and  the 
5^  per  cent.  It  is  wholly  nnBecessaiy  farther  to  eadaifge  upon  IMb 
proviso. 

I  will  undertake  in  my  next  article  to  review  some  of  the  argu- 
ments which  have  been  {oesratted  in  favor  of  the  tepeal  of  see- 
tion 

Akticle  XI. 

DISCUSSION  OF  SECTION  15-A.  CONDITION  OF  AGRICULTURE  IN  1920  AND 

1921  SECTION  15-A  FACILITATES  REDUCTION  IN  RATES  SENATOR  CAP- 

PEr's  PROPOSAL  TO  ABANDON  SO-CALLED  "  LAME  DUCK  "  ROADS. 

It  is  my  purpose  now  to  review  the  efi'ort  to  repeal  section  15-a 
and  some  of  the  arguments  that  have  been  made  in  behalf  of  the  bills 
which  have  been  introduced  in  Congress  looking  to  that  end.  I  shall 
give  no  attention  to  the  wild  and  irresponsible  statements  which  have 
been  circulated  throughout  the  country  by  those  who  willfully  mis- 
represent the  provisions  of  that  section.  I  shall  take  Senator  Cap- 
per, of  Kansas,  as  a  fair-minded  advocate  of  its  repeal  and  consider 
for  a  brief  time  his  view  of  the  subject  as  expressed  in  two  speeches 
which  he  made  during  the  last  session  of  the  Senate  in  favor  of  his 
bill  to  repeal  this  section.  The  first  was  delivered  on  November  23, 
1922,  and  the  second,  February  1, 1923. 

The  basis  of  Senator  Capper's  argument  is  that  in  the  last  half  of 
1920  and  during  1921  the  prices  of  agricultural  products  (with  a  few 
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exceptions)  fell  to  pre-war  levek  or  bdow,  that  the  fermers  could 
not  produce  their  various  commodities  and  sell  them  at  a  profit,  that 
under  these  conditions  it  became  the  duty  of  the  railways  to  reduce 
iransportation  charges  to  a  point  that  would  liable  the  fumers  to 
produce  and  sell  at  a  profit,  that  in  the  event  of  a  refusal  on  the 
part  of  the  railways  to  so  reduce  their  charges  it  was  the  duty  of  the 
Government  to  compel  that  reduction,  and,  finally,  that  seddon  15-e 
prevented  the  Interstate  Commerce  Commission  from  ordering  the 
reduction  and  therefore  it  should  be  repealed. 

Some  of  Senator  Capper's  statements  must  be  at  once  accepted;  it 
is  true  that  agricultural  prices  generally  declined  until  the  lannOTS 
of  the  country  suffered  hardships  and  losses  that  can  not  be  exag- 
gerated or  overestimated ;  but  his  main  conclusion  that  the  Govern- 
ment ought  to  compel  the  railways  to  bear  these  losses  and,  in  sub- 
stance, guarantee  the  farmers  a  profit  can  not  be  accepted^  as  a  soimd 
proposition  either  in  morals  or  in  economics.  I  thin£  it  is  true  that 
the  Government  in  fixing  rates  should  take  into  consideration  the 
value  of  the  commodities  transported  and  that  when  ml  industry  is 
depressed  the  rates  for  the  transportation  of  those  commodities 
should  be  reduced  to  the  lowest  point  consistent  with  the  command 
of  the  Constitution  that  it  shall  not  take  private  property  for  public 
use  without  just  compensation;  but,  after  all,  it  was  the  low  market 
price  of  agricultural  products  which  inflicted  these  losses,  and  over 
that  subject  the  Government  at  this  time  has  no  control. 

It  ought  to  be  remarked  at  this  point  that  the  Interstate  Commerce 
Commission  did  order  general  reductions  in  rates  on  agricultural 
products  and  that  it  is  now  true,  and  has  been  true  for  nearly  two 
vears,  that  the  railways  are  carrying  the  products  of  the  farm  for 
20  per  cent  less,  ton  for  ton,  car  for  car,  than  the  average  of  all  other 
commodities.  It  may  be  that  the  rates  on  agricultural  products 
ought  to  be  reduced  still  further ;  that  is  a  question  for  the  conunis- 
«ion,  and  all  that  I  suggest  is  that  there  is  nothing  whatever  in  section 
15-a  that  prevents  any  distribution  of  rates  that  conditions  may  re- 
quire. The  fact  is  that  section  15-a  facilitates  the  very  policy  which 
Senator  Capper  demands ;  namely,  that  if  the  revenues,  as  a  whole, 
are  sufficient  the  requirements  of  the  Constitution  are  fulfilled  and 
the  revenues  from  the  carriage  of  particular  commodities  become 
immaterial. 

I  do  not  dispute  the  accuracy  of  the  very  graphic  description  which 
Senator  Capper  has  given  the  country  of  the  misfortunes  which  have 
fallen  upon  the  farmer,  and  it  is  manifest  that  all  the  just  powers  of 
the  Govermnent  should  be  exercised  to  relieve  him,  but  it  must  be 
obvious  that  a  reduction  in  agricultural  rates  that  will  compel  half 
our  railway  mileage  to  cease  rendering  any  transportation  service 
would  not  only  fail  to  relieve  him  but  would  complete  the  disaster 
which  he  is  now  confronting.  His  prominent  illustrations,  used  to 
show  that  agricultural  rates  could  be  reduced,  are  the  Union  Pacific 
and  the  AtcKson,  Top^a  &  Santa  Fe,  and  these  are  two  of  the  most 
prosperous  roads  in  the  United  States.  He  charges  both  of  these 
roads  with  false  bookkeeping  and  excessive  maintenance  in  order  to 
conceal  their  real  net  income.  I  do  not  intend  to  enter  into  an  exami- 
nation of  their  reports ;  I  say  only  that  if  they  have  done  what  Sena- 
tor Capper  charges  the  Interstate  Commerce  Commission  has  ample 


26         BAIX.WAY  XBA^SPOBZATION  HT  TMR  Umsm  SXATB8, 


power  to  reform  their  accoonts  and  make  thwr  true  net  income  ap- 
parent. ^ 

The  rules  of  the  Interstate  Commerce  Commission  prescribe  just 

how  the  accounts  shall  be  kept,  and  section  15-a,  in  paragraph  (2), 

the  rate-making  provision,  provides  «so  that  carriers  as  a  whole 

wm,  under  honest,  efficient,  and  economical  management 

and  reasonable  expenditures  for  maintenance  of  way,  structures,  and 

equipment,  earn,  etc."  I  am  considering  in  this  article  the  terms  of 

the  law  and  not  the  efficiency  of  its  administration. 

In  the  address  of  February  1,  to  which  I  have  referred,  Senator 
Capper  says : 

Mr.  President,  the  vice  of  section  15^a  lies  in  the  fact  tliat  it  attempts  to  pro- 
vide a  fixed  return  to  be  earned  upon  the  aggregate  value  of  all  railroad  prop- 
erties—good, bad,  and  indiiferent.  Virtually  this  valuation  is  based  upon  the 
present  cost  of  reproducing  the  lines.  The  result  is  that  no  matter  how  worth- 
less a  road  may  be  it  is  considered  entitled  to  earn  5i  per  cent  on  what  it  would 
now  cost  to  relunld  it.  For  example,  the  Atlanta,  Birmingham  &  Atlantic  now 
passing  through  its  second  receivership  in  less  than  10  years,  can  not  earn  its 
operating  expenses;  but  the  Interstate  Commerce  Commission  announces  a 
l^-^^'J^^?*"*??".  $25,000,000  for  this  road.  Under  section  15-a  that 
.V;),(too,(JOO  IS  added  to  the  valuation  on  which  the  public  must  pay  a  return 
111  the  shape  of  freight  rates.    This  means  that  all  the  southern  roads  in  that 

Jio-''n^'"i^S  ""T  1'*^:™'*^^'^  to  ^l>''"-se  rates  based  on  their  own  value  plus  the 
*>Jo.OOO,(X)0  valuation  put  on  this  worthless  road. 

Further,  he  said : 

In  most  instances  these  "  lame  duck  "  roads  are  notorious  for  their  financial 
failure.  In  some  cases  they  were  originally  built  to  serve  some  mining  or  lum- 
bering areas,  and  the  mines  have  been  worked  out  and  the  regions  denuded  of 
saw  timber,  and  the  traffic  now  originating  in  the  territorv  served  is  inadequate 
to  provide  profitable  operation  of  the  roads.  To  caie  for  these  roads  the  rest 
of  the  country  must  endure  rate  extortion.  Then,  as  we  have  seen,  these  strong 
profitable  carriers  refuse  to  give  any  part  of  these  surplus  earnings  to  the 
Government  for  the  support  of  these  "  lame  duck  "  roads.  to  tue 

In  my  next  article  I  will  continue  the  consideration  of  this  subject. 

Akholb  XII. 

REGAFniBIi  FSOVISIOXS. 

Whatever  may  be  the  exaggerations  in  the  extracts  from  Senator 
Cappers  speech  quoted  at  the  conclusion  of  my  last  article,  it  is 
obvious  that  his  proposition  is  that  the  roads  which  he  terms  "  lame 
duck  roads  must  go  out  of  business;  that  is  to  say,  be  dismantled 
and  abandoned.  This  presents  the  real  issue  of  the  fight  to  repeal 
section  15-a.  I  venture  the  assertion  that  when  Senator  Capper 
and  those  who  are  with  him  in  the  effort  to  repeal  this  section 
fairly  reahze  just  what  this  means  to  the  country  they  will  hasten 
to  reconsider  tiieir  conclusion. 

There  are,  undoubtedly,  a  few  miles,  or  even  a  few  hundred  miles, 
of  railways  m  the  United  States  which  ought  to  be  abandoned  and 
can  to  Abandoned  without  any  loss  to  our  transportation  facilities; 
but  if  the  view  announced  by  Senator  Capper  is  to  be  adopted,  there 
must  be  from  70,000  to  100,000  miles  abandoned,  and,  with  all  respect 
to  my  able  and  distinguished  colleague,  sucli  an  outcome  as  that 
is  simply  unthinkable.  His  own  State  is  typical  of  the  general 
situation.   The  Atchison,  Topeka  &  Santa  Fe  had  a  net  operating 
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income,  in  1921,  of  $46,234,000;  it  operated  8,833  miles  of  railway. 
In  1922  it  had  a  net  operating  income  of  $35,509,000,  and  operated 
8,857  miles.  In  1921,  its  net  operating  income  per  mile  of  road 
was  more  than  $5,000;  in  1922,  its  net  operating  income  per  mile 

was  about  $4,000. 

The  Union  Pacific,  in  1921,  had  a  net  operating  income  of  $28,- 
352,000,  and  operated  3.622  miles;  its  net  operating  income  per 
mile  was  about  $8,000.  In  1922,  it  had  a  net  operating  income  of 
$20,621,000,  and  a  net  operating  income  per  mile  of  about  $7,000. 

I  will  now  examine  some  of  the  other  roads  which  serve  Kansas. 
The  Chicago,  Rock  Island  &  Pacific  had  a  net  operating  income, 
in  1921,  of  $16,198,000  and  operated  7,661  miles;  it  had  a  net  operat- 
ing income  per  mile  of  about  $2,000.  In  1922  it  had  a  net  operating 
income  of  $13,934,000,  or  a  net  operating  income  per  mile  consider- 
ably less  than  $2,000.  If  rates  were  i-educed  as  proposed  by  Senator 
Capper,  what  would  become  of  the  service  of  the  Chicago,  Rock 

Island  &  Pacific?  .       .  ^ 

The  Missouri  Pacific  serves  a  very  large  territory  m  Kansas.  Its 
net  operating  income,  for  1921,  was  $9,884,000;  it  operated  7,300 
miles;  its  net  operating  income  per  mile  was  a  trifle  above  $1,000.  In 
1922,  its  net  operating  income  was  $8,247,000,  and  its  net  operating 
income  per  mile  was  substantially  $1,000.  I  ask  Senator  Capjper 
what  would  happen  to  the  Missouri  Pacific  if  rates  were  reduced  so 
as  to  bring  the  net  operating  income  of  the  Union  Pacific  and  the 
Atchison,  Topeka  &  Santa  Fe  to  the  point  he  si^gests? 

The  Kansas,  Oklahoma  &  Gulf  operates  in  Kansas.  In  1921  its 
net  loss  upon  317  miles  of  road  was  $7,449.  In  1922  it  had  a  net 
operating  income  of  $526,000.  What  would  be  the  outcome  to  this 
property  if  the  policy,  which  the  Senator  from  Kansas  advocates, 

should  be  pursued?  ,  i  . 

The  St.  Joseph  &  Grand  Island  serves  a  very  considerable  terri- 
tory in  Kansas.  In  1921  its  net  operating  income  was  $141,000, 
and  it  operated  258  miles  of  road.  In  1922  its  net  operating  income 
was  $70,029,  or  less  than  $300  per  mile.  Senator  Capper  would  see 
this  road  go  into  the  scrap  heap  along  with  the  Atlanta,  Birming- 

Iiam  &  Atlantic.  ^         ,  , 

The  Kansas  City,  Mexico  &  Orient  in  1921  operated  its  737  miles 
<d  road  at  a  net  loss  of  more  than  $800,000.   In  1922  its  net  1(^ 
(bv  neglecting  maintenance)  was  a  trifle  under  $500,000.  Under  the 
policy  of  obliterating  the  so-called  "  lame-duck  "  roads  this  property 

must  go  into  the  junk  pile.  ,     .  xr 

If  I  were  to  go  over  every  road  which  serves  the  people  of  Kansas 
with  transportation,  it  would  be  found  that  about  one-half  the  rail- 
way mileage  in  that  State,  under  the  policy  advocated  by  the  Senator 
from  that  State,  would  in  the  course  of  time  be  given  up.  It  needs 
no  argument  to  convince  the  people  that  this  policy  can  not  be  pur- 
sued. Rather  than  to  destrov  the  country  in  this  fashion  it  would 
be  infinitely  better  to  go  to  Government  ownership  and  supplement 
insufficient' revenues  by  appropriations  from  the  General  Treasury. 
All  the  reasons  urged  by  Senator  Capper  for  the  repeal  of  section 
15-a  will,  when  the  situation  is  correctly  understood,  be  the  most 
persuasive  arguments  in  favor  of  its  retention  until,  at  least,  we  can 
bring  about  the  consolidations  which  alone  can  save  the  American 
.railways  from  destruction  or  from  Government  ownership. 


Senator  Capper  is  very  pessimistic  about  another  provision:  in 
section  15-a,  to  which  I  will  now  give  brief  attention.  ]^owing  that 
some  roads  would  earn  under  any  possible  distribution  of  rates  more^ 
than  a       letomy  the  law  provides  in  paragraj^  (6)  tiiat: 

M,  under  the  provlgions  of  this  sectl<m,  any  carrier  receives  for  any  year  a  ner 
raUway  operating  income  in  excess  of  6  per  cent  of  the  valve  of  the  railway 
property  held  for  and  used  by  it  in  the  service  of  transportation,  one-half  of 
BOCh  excess  shall  be  placed  in  a  reserve  fund  established  and  maintained  by 
such  carrier,  and  the  remaining  one-half  thereof  shall,  within  the  first  four- 
months  following  the  close  of  the  period  for  which  such  computation  is  made, 
be  recovered  by  and  paid  to  the  commission  for  the  purpasse  of  estabUshing 
and  maintaining  a  graerai  railroad  cmUngent  fond  as  her^aafter  described. 

He  says  that  many  railways  have  earned  more  than  6  per  cent 
but  that  tiiey  have  refused  to  pay  one-half  the  excess  to  the  Govern- 
ment, claiming  that  this  part  of  the  law  is  unconstitutional.  He 
savs  the  Interstate  Conmierce  Commission  has  not  attempted  to 
coBect  the  money  due  the  Government  under  this  clause  and  that 
file  attempt  to  recapture  these  excess  earnings  is  a  complete  failure. 
It  is  quite  evident  that  my  colleague  is  so  bitterly  opposed  to  the 
section  itself  tiiat  he  rather  hopes  that  this  part  of  it  will  not  be; 
successful.  What  is  the  truth  about  it  ? 

In  1920  there  were  substantially  no  excess  earnings;  in  1921  a 
comparatively  small  amount;  in  1922  there  was  a  large  amount 
earned  by  various  railroads  in  excess  of  6  per  cent.  It  is  true  that, 
the  railway  companies  which  are  earning  the  excess  incomes  have- 
insisted  that  the  transportation  act  in  this  respect  is  unconstitu- 
tional, but  it  must  be  remembered  that  at  one  time  or  another  the- 
railroad  companies  have  claimed  that  practically  all  the  effective- 
parts  of  the  interstate  commerce  act  were  unconstitutional. 

Senator  Capper,  as  already  suggested,  delivered  his  speeches  in  the- 
Senate  on  November  23,  1922,  and  February  ],  1923.  There  was  then 
pending  in  the  District  Court  of  the  United  States  for  the  Eastern 
District  of  Texas  a  case  brought  to  test  the  constitutionality  of  the- 
recapture  provisions  of  the  transportation  act.  It  was  carried  to  a 
decision  with  unusual  promptitude  and  was  decided  shortly  after- 
Senator  Capper  made  his  last  speech  in  the  Senate.  The  court  held 
the  act,  in  this  respect,  to  be  constitutional.  The  opinion  will  be 
found  in  287  Federal  Reporter,  728.  The  carrier  immediately  ap- 
pealed from  the  decision  to  the  Supreme  Court  of  the  United  States,, 
and  the  case  is  assigned  for  hearing  in  that  tribunal  on  November  12t 
next.  Instead  of  being  negligent,  this  indicates  extraordinary  dili- 
gence on  the  part  of  the  commission,  and  I  venture  to  say  that  the- 
commission  is  doing  everything  in  its  power  to  collect  these  excess, 
earnings  which  aggregate  a  very  large  amount ;  and  instead  of  being- 
censured  for  delay,  it  oug^t  to  be  conxmeuded  for  nfiarteKi  activity 
and  pronounced  success. 

It  will  be  remembered  that  practically  all  the  excess  earnings  up 
to  this  time  are  for  the  year  1922  and  that  while  Clas&I  roads  make 
tentative  monthly  reports  their  excess  earnings  could  not  be  definitely 
ascertained  until  their  annual  reports  were  made  and  examine. 
This  work  could  not  be  done  until  well  along  in  1923:  Moreover,  the* 
amount  of  excess  earnings  with  respect  to  any  particular  road  cam 
not  be  computed  finally  until  the  commission  comptetes  its  valuation! 
of  the  property  of  that  road.  There  is  absoiutefy  no  camse  for  com- 
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plaint,  and  I  think  it  may  be  assumed,  however  doubtfol  Senator 
Capper  may  be  about  it,  that  if  the  Supreme  Court  sustains  the 
decision  of  the  district  court  all  the  monejr  due  from  the  roads  witk 
net  operating  incomes  above  6  per  cent  will  very  soon  be  paid  into 

the  Treasury  of  the  United  States. 

I  have  not  referred  to  the  statements  made  by  Senator  Cappor 
respecting  the  dividends  paid  by  some  of  these  railway  companies, 
however  misleading  they  may  be,  because  these  things  are  not  perti-^ 
nent  to  the  questions  I  am  discussing,  nor  do  they  bear  even  remotely 
upon  the  demand  for  the  repeal  of  section  15-a.  I  agree  that  son^e 
railway  properties  are  earning  more  than  they  ought  to  earn,  but  if 
this  section  were  repealed  the  effect  would  be,  in  my  judgment,  to 
increase  rather  than  decrease  the  earnings  of  these  fortunate  prop- 
erties ;  for  it  can  not  be  doubted  that  there  would  then  be  an  attempt 
to  establish  rates  based  upon  the  necessities  of  the  less  prosperous 
roads. 

This  concludes  my  discussion  of  the  railroad  problem  from  a  leg- 
islative standpoint;  a  little  later  I  shall  submit  to  the  people  of  Iowa 
some  facts  respecting  other  phases  of  the  subject,  hoping  to  correct 
the  misunderstandings  which  have  arisen  as  to  the  relation  between 
the  business  of  furnishing  transportation  service  and  other  forms  o| 
industrial  activity. 


o 


